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ABSTRACT

Pr esent pr ocur enent practices for pur chase of
commercial, commrercial off-the-shelf, and non-devel opnenta
products and services take thirty days and sonetines years
to procure and deliver to the end user. Federal Governnent
contracting of fices spend costly anount s of time
advertising the actions and preparing formal solicitation
docunents for each purchase order generated by the end-
user. This translates to high admnistrative costs, high
prices, and at tines marginal perfornance. This research
offers alternative procurenent practices through a single
award indefinite delivery, indefinite quantity contract
accessed through an advanced electronic system which is
mai ntained in accordance wth commercially established
practices. Further conparisons are made with the grow ng
popul arity of nultiple-award contracts as these procurenent
instrunments affect conpetition, pricing and soci o-econonic

i ssues.
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. 1 NTRODUCTI ON

A THE PROBLEM

Current purchases of comercial off-the-shelf-itens
(COrs) and non-devel opnental itens and services, such as
spare parts or grounds nmaintenance, can take up to two
years to procure and reach the end users. These
procurenent admnistrative lead tines (PALT), the yard-
sticks by which contracting activities are graded, are
lengthy as a result of the Governnent’'s inability to
capture the efficiencies of proven commercial practices.
Legislation through the Federal Acquisition Streamining
Act of 1994 (FASA), which redefined comrercial purchasing,
and the Federal Acquisition Reform Act of 1996 (FARA),
|ater renaned the dinger-Cohen Act, reshaped how the
Government interacted with industry to purchase supplies

and servi ces.

Usi ng el ectronic comer ce and el ectronic dat a
i nterchange systens, the Governnent discovered innovative
ways to streanline procurenent business practices, thereby
reduci ng PALT. The creation of Miltiple Awnmard Task O der
Contract instruments (MACs), famliarly known as Indefinite
Delivery, Indefinite Quantity Contracting Instrunents or
IDIQ, has also changed the way contracting agencies buy
supplies and services, reduced PALTs and inplenmented FASA
and FARA. However, MAC instrunents have cone under
| egislative and conmerci al scrutiny by Congress, the
Department of Defense |Inspector Ceneral (DoD 1GQ, the
Nati onal Aerospace Space Agency Inspector General (NASA
G, and the Small Business Adm nistration (SBA). M suse



of these contracting tools has had a negative inpact on
conpetition, pricing and soci o-econom ¢ goal s.
B. THE PROPOSED SOLUTI ON

This research explores the wuse of an advanced
el ectroni ¢ purchasing system This electronic system wl|
increase the effectiveness of | DI Gs, generate nore
conpetition, and take advantage of market efficiencies or
best practices to maximze conpetition wthout overly
regulating the process. Furt her nor e, this advanced
el ectronic system should reduce PALT to near zero, increase
performance, influence best value pricing, while surpassing
soci o-economc goals and reducing Government aggregate
expendi t ur es.
C VWHAT | F THE PROBLEM IS NOT SOLVED

On the horizon, the Acquisition Law Advisory Panel,
commonly referred to as the Section 800 Panel, has proposed
two Defense Authorization Bills, Section 801 and Section
803. Section 801 will nandate the oversight of a MAC Czar
to enforce the potential | egi sl ati on. Section 803
threatens to inpose nore conpetition on MACs for purchases
over $100,000. This nmeans that if DoD fails to receive the
m ni mum nunber of bids to satisfy the rule, DoD may have to
conpete the actions under full and open conpetition rules.
Sixty billion dollars were spent |ast year through MACs,
and there would be potentially 600,000 procurenent actions
to perform the sanme functions. (Denbeck, Federal Tinmes, My
2002) The result, if the conpetition rules on MACs are
changed, will be increased costs, over burdened worKkforces,

and higher prices for the Governnent.



D. DI SCUSSI ON
The vision of the Federal Acquisition System has
al ways been to:
Deliver on a tinely basis the best value product
or service to the custonmer, while nmaintaining the
public’'s trust and fulfilling public policy
obj ecti ves. Participants in the acquisition
process should work together as a team and shoul d
be enpowered to make decisions within their area

of responsi bility. (See Federal Acqui sition
Regul ation Part 1)

The Ofice of the Federal Procurenent Policy, and
Ofice of Mnagenent and Budget Executive Ofice of the
Presi dent, concluded that since the passing of the Federal
Acquisition Streamining Act of 1994 (FASA), all Federal
Departments and Agencies have begun initiating procedures
to determne contractor past performance information in
source selection. The FASA states:

Past contract performance of an offeror is one of

the relevant factors that a contracting official

of an executive agency should consider in

awarding a contract. It is appropriate for a

contracting official to consider past contract

performance of an offeror as an indicator of the
likelihood that the offeror wll successfully

perform a contract to be awarded by that
official. (DAD, Best Practices, 2000)

Furt her nore, recording a contractor’s performance
information periodically during the performance of a
contract is a strong notivator for contractors to maintain
high quality performance or inprove inadequate performance
before the next reporting cycle. This is a basic
i ngredi ent of “best practices” for good cont ract
adm nistration, and is one of the nobst inportant tools for



ensuring contract performance, while also ensuring best

val ue for the Governnent.

Since the inception of FASA contract vehicles have
been created to streanmine |engthy procurenent procedures,
which have contributed to 1long waiting periods for
procurenents and bidding periods. These waiting periods
incur an extensive admnistrative overhead cost that is
eventually passed on to the Governnent. Particularly,
mul ti-award task order contract instruments (MACs), such as
the GCovernnment-w de acquisition contracts (GAMCs), have
been developed to procure information technology supplies
and services while becomng the center of attention since
FASA. GWACs serve two inportant purposes. The first is to
spread the use of multiple-award task order or delivery
order contracting authorized in FASA, which has decreased
procurenent acquisition lead tinme clocks (PALT) wusing
Federal Acquisition Regulation Part 14 and 15 procurenent
actions. The second is to pronote the spread of best
practices that promse better results from informtion

t echnol ogy i nvestnents. (Kel man, 1999)

In fiscal year 2000, purchases made through GMCs rose
to nore than $13 billion dollars. This is within a nere
six years from when they were authorized, and they continue
to gain popularity according to an exhaustive study by Fed
Sour ces Inc., a t echnol ogy mar ket anal ysi s firm
headquartered in MlLean, VA (Harris, August 27, 2001)
Al though OGMCs are focused primarily on Infornmation
Technology (IT) services and equipnent, these contract
vehi cl es have allowed agencies to issue task and delivery
orders against other nmultiple-award schedules via a

4



percentage fee, i nstead of having to initiate new
contracts. They offer a way to avoid conplicated and
| engthy processes of open conpetition and contract
negoti ati on. However, GWACs have conme under scrutiny due
to an increase in sole-source awards w thout full and open
conpetition, and have becone a source of controversy anong
smal I busi ness advocat es because of contract bundling.

This research involves a detailed description and
analysis of MAC instrunments by considering whether MACs
support the “best practices” that obtain perfornmance-based
contracts. Furthernore, it addresses whether Governnent
agencies are properly conpeting these contracts to neet the
requirenents outlined in Parts 6 and 16 of the Federal
Acquisition Regulation, as well as fully supporting the
Governnment’s  socioeconomc initiatives. Finally, by
denonstrating the benefit of an advanced el ectronic system
the researcher introduces business alternatives that can
achi eve the best value for the Governnent.

E. RESEARCH QUESTI ONS
1. Primary Research Question

. What are the current acquisition problens and
I ssues associated wth current procur enment
practices of MAC instrunents to neet t he
requi renents of conpetition, provide best value
prices and neet socio-econom c goals? To what
extent can an advanced electronic system inprove
on those procurenent problens and i ssues?

2. Secondary Research Questions

. Wiy have CGovernnent-wi de Acquisition Contracts
(Type of MAC or GMC) becone the procurenent tool
of choice for a plethora of Governnent agencies?

. Wiy has the msuse of these GMCs becone a
political target for Congress and the Snal
Busi ness Adm ni stration (SBA)?

5



. What advant ages/ sol uti ons can an advanced
el ectronic system bri ng to t he current
procurenent system and Acqui sition Refornf

F. SCOPE OF THESI S

The scope includes: (1) a background review of
fundanental policy changes supporting acquisition reform
that led to the devel opnent of MACs; (2) an exam nation of
econom ¢ pr obl ens associ at ed with poor pur chasi ng
discipline and incentives, which have I|ed to shoddy
procurenent activities and unintended consequences; (3) how
a pure electronic purchasing system can address the
identified problens of the current purchasing practices;
and (4), addi ti onal political issues and concerns
associated wth the need for an advanced electronic
procurenment system
G METHODOL OGY

The nethodol ogy used in this thesis research consists

of the foll ow ng steps.

. Conduct a conprehensive literature search of
books, magazine articles, CD ROM systens, and
I nternet based materials.

. Conduct a conprehensive review of Governnent
reports concerning issues with MACs addressed by
Smal | Busi ness Adm ni stration (SBA), GSA,

Governnent Accounting Ofice (GAO, DoD I nspector
General (1G and NASA I G

. Conduct visits to and interviews wth contracting
offices, SBA and their associated prograns and
offices, GSA and key personnel associated wth
t he devel opnent of an advanced el ectronic system
during the program devel opnent and program beta
testing.

. Conduct port al nodeling of MAC  procurenent
behavi or and inpacts as outlined in the DoD IG
GAO and NASA 1 G findings on MAC activity.



Conduct a cost-benefit analysis or evaluation of
using the advanced electronic system as a key
procur enent vehicl e.
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1. BACKGROUND

A DEFI NI TI ONS

1. Best Val ue

Best value neans the expected outcone of an
acquisition that, in the buyer’s estimation, provides the
greatest overall benefit in response to the requirenent.
(NCVA Pub, 1998)

2. Bundl i ng

Consolidating requirenments is the process of awarding
| arge unbrella contracts and elimnating nunmerous smaller
contracts. (GAO 1998)

3. Conpetition Policy

“10 U.S.C. 2304 and 41 U S.C 253 require, with certain
limted exceptions (see Subparts 6.2 and 6.3), that
contracting officers shall pronote and provide for full and
open conpetition in soliciting offers and awarding

Governnent contracts.

“Contracting officers shall provide for full and open
conpetition through use of the conpetitive procedure(s)
contained in this subpart that are best suited to the
circunstances of the contract action and consistent wth
the need to fulfill the Governnent’s requirenents
efficiently (10 U S. C 2304 and 41 U S.C 253).” (FAR Part 6)

4. Consi deration Policy

“The contracting officer nust provide each awardee a
fair opportunity to be considered for each order exceeding
$2,500 issued under nultiple delivery-order contracts or
multiple task-order contracts, except as provided for in
paragraph (b)(2) of this section. Paragraph (b)(2)
exceptions are: (i) The agency need for the supplies or

9



services is so urgent that providing a fair opportunity
woul d result in unacceptable delays; (ii) Only one awardee
is capable of providing the supplies or services required
at the level of quality required because the supplies or
services ordered are unique or highly specialized; (iii)
The order nust be issued on a sole-source basis in the
interest of econonmy and efficiency as a logical followon
to an order already issued under the contract, provided
that all awardees were given a fair opportunity to be
considered for the original order; or (iv) It is necessary
to place an order to satisfy a mninum guarantee.” (FAR
Part 16.5)

5. Federal Acquisition Reform Act/dinger-Cohen Act
( FARA)

The dinger-Cohen Act of 1996 (formerly known as the
Federal Acquisition Reform Act of 1996 (FARA)) and the
Informati on Technol ogy Managenent Reform Act of 1996
(I TMRA) further advance the changes nmade by FASA The
C i nger-Cohen Act provides a nunber of si gni fi cant
opportunities for DoD to further stream ine and reduce non-
val ue added steps in the acquisition process. Anong the
nmost significant changes authorized by the Act is a test of
the use of the Sinplified Acquisition Procedures (SAP) for
commer ci al itens between the sinplified acquisition
threshold of $100,000 and $5 million. This should allow
DoD to reduce its admnistrative costs and the overhead
costs for DoD s vendor base for purchases of relatively |ow
risk itens. This change elimnated Governnent-unique
requirenents previously cited by industry as a barrier to
doing business wth DoD. The Act also provides the

authority for contracting activities to use SAPs for all

10



requi renents between $50,000 and the SAP while the
Government works to fully inplenment Electronic Commerce/
El ectronic Data I nterchange (EC EDI).

6. Federal Acquisition Streamining Act (FASA)

On January 25, 1994, the 103rd Congress passed Senate

Bill 1587, the Federal Acquisition Streamining Act of
1994, which President Cdinton signed into |aw Runni ng
over 74,000 words, this bill streamines the acquisition
process by: (1) replacing the existing “small purchase

threshold” of $25,000 with the “sinplified acquisition
t hreshol d” of $100,000; (2) creating the category of the
“m cro-purchase”, wth sonme powerful i mplications for
pur chases bel ow $2,500; and (3) nmandating that the Federal
Government create a network for spreading electronic
commerce. (Federal Mall)

7. MULTIPLE AWARD | NDEFINI TE DELIVERY | NDEFIN TE
QUANTI TY CONTRACT (I DI Q

A multiple award IDQ contract allows agencies to
award nultiple task and delivery orders covering the sane
scope of supplies or services and award orders for specific
work after giving each contract holder a fair opportunity
to be considered. These MACs can be nmade available to
ot her  Gover nnment agenci es, especially those offering
information technology (IT) products and services in the
form of CGovernnent-wi de acquisition contracts (GAMCs).
Mul ti-agency use cones pursuant to the Econony Act. Al so,
the scope of a multi-agency contract need not be |limted to
I T.

8. Procurenent Adm nistrative Lead Tinme (PALT)

This period of time begins when a conplete and valid

procurenent request is received in the contracting office,

11



and ends
di stributi

st andar ds,

when the acquisition is awarded and conplete

on of the contract docunment has been nmde.

in cal endar days, for processing actions are as

foll ows: (DAD, NGFARS Part 7.105)

Tabl e 1. Procurenent Adm nistrative Lead Tine Chart.
REQUI REMENT | <=$2. 5K $2. 5K- $25K | $25K-$100K | >$100K
EDI 15 15 15 None
SUPPLI ES 15 30 60 120
SERVI CES 15 45 90 180
CONSTRUCTI ON | 15 60 120 180
A-E 15 60 120 180

9. Sol e- Sour ce Procur enent
Sole source acquisition neans a contract for

purchase of supplies or services that is entered into by an

agency after soliciting and negotiating wth only

source. The following criteria authorize the Governnent

justify sole-source procurenents: (DAD Information Guide,

Vol une 11,

1998)

Patents, data rights and copyrights
Only one responsible source and no other
supplies or services wll satisfy agency
requirenments

Uni que capabilities, supplies or services
avai l abl e fromonly one source

Unusual and conpel li ng urgency

I ndustrial nobilization requirenents

12




. I nternational agreenent(s)
. Requi rement by statute
. Public interest

B. CURRENT PROCUREMENT PROCESS

Acqui sition of commercial itens over the m cropurchase
price of $2,500 can take up to thirty days, and purchases
over $100,000 can take up to a year to receive. Acquiring
non- devel opnental itenms such as submarines, ships, or
aircraft repair parts can take up to two years in extrene
cases. Governnent services contracts, such as mlitary
housi ng refurbishing, grounds nmintenance or janitorial

services, etc., have taken up to three years to award.

“The generic contracting process starts wth a
custoner inputting data into an automated purchase request
system ( APRS) . Thi s request is
automatically/electronically sent to t he fund' s
adm nistrator in the conptroller’s office, who approves the
request and assigns a line of accounting (LOA) to the
request. APRS obligates the necessary funds for the
acqui sition and automatically updates the Defense Financing
Accounting System (DFAS). Once it is determned that the
pur chase request requires a contracting action, t he
contracting of ficer (KO ensures there IS enough
information in the requirenent to properly conpete the
acquisition anong potential offerors in the open narket.
If the request requires clarification, the KO provides
feedback to the ~custonmer on the information that s
required to conplete the acquisition. The KO nust also
determine if the acquisition should be set aside for

purchase from certain sources such as snall, disadvantaged,
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mnority, or wonen owned businesses. The KO generally
determines the nmethod of procurenent for the purchase
request and assigns the request to a contract specialist
for contract formation. The contract specialist inputs the
purchase request into the Standard Procurenent System
(SPS). SPS is an automated conputer system that assists
contract specialists in contract preparation. The contract
specialist determnes the extent of conpetition for the
acqui sition and devel ops a potential source |ist.

“The contract specialist then prepares a synopsis and
solicitation for the acquisition. The synopsis and
solicitation are sent via SPS to the KO for approval. Once
the KO has approved the synopsis/solicitation, the contract
specialist publicizes it by mailing, faxing, or e-mailing
it to conpanies on the potential sources list, and by
posting it to the Federal Business Opportunities (FBO
websi t e. Potential offerors receive the solicitation and
provi de feedback in the form of pre-award inquiries to the
contract specialist for clarification. The contract

specialist then receives proposals from potential suppliers

and builds proposal abstracts in SPS. The contract
specialist evaluates all proposals and selects the best
val ue proposal. The contract specialist enters the

pertinent information, e.g., clauses, terns and conditions,

amounts, etc., directly into SPS SPS automatically
produces a Form 1149 and all supporting contracting
docunent s. SPS also automatically updates DFAS with all

pertinent contract information. The KO awards the contract
in SPS and the contract specialist distributes the contract
award by e-mail, fax, or mail to the conptroller, custoner,

and the contract awardees. Once the contractor receives
14



the contract award docunent, the contract is then signed
and mails it back to the KO where it is received by the
contract specialist and the docunent is filed in the

contract file, thus conpleting contract award.

“I'f the acquisition is for a supply item the
contractor produces the item and sends it and the paynent
invoice to location(s) specified in the contract. If the
acquisition can be paid for by a Governnent credit card,
the contract specialist phones the contractor and provides
the credit card nunber for paynent. If the acquisition
requi res paynent using a check, the contract specialist
mails the certified paynment invoice to DFAS. DFAS then
verifies the paynent invoice by conparing it wth the
original contract information it received through SPS.
DFAS in turn mails a check to the contractor and posts the
paynent voucher nunber to the DFAS website. The contract
speci alist checks the website to confirm that the voucher
nunber s posted and then <closes out the contract.”
(Harrigan, Sean, 2001)

C. OVERVI EW OF FASA AND FARA

Prior to FASA, agencies wused large single award
(unbrella) IDIQ contracts to avoid: (1) delays associated
with awarding several i ndi vi dual contracts for each
requi renment and re-conpeting Governnent contracts, and (2)
the I egal challenges of using multiple award contracts. A
single award ID1Q contract often makes it difficult for
the Governnent to secure the sane price reductions and
contractor performance inprovenents that can occur if the
contractor wer e conpeting agai nst ot her qual i fied
contractors throughout the contract.
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The Acquisition Law Advisory Panel, in its 1993 report
to Congress, concluded that many Government requiremnments
woul d be unnecessarily delayed unless agencies had the
clear flexibility to enter into delivery order contracts
for products and task order contracts for services. These
contracts allow detailed requirenments, definite dollar
values, and the timng of wirk to be acconplished by
issuing orders as needs arise during the life of the
contract. The Panel recommended that task order and
delivery order contracts be authorized by statute.

Congress recogni zed that significant pr ocur enent
reforms could not be acconplished wthout provi di ng
agencies flexible contracting tools. Therefore, FASA
provided this flexibility by codifying agencies’ existing
practices of using task order and delivery order contracts,
established a “general” preference for use of multiple
awards, and nmade the use of multiple awards mandatory for
advi sory and assistance services contracts exceeding $10
mllion and three years in duration. (ARNET , 2001)

1. FASA

The Federal Acquisition Streamining Act of 1994
significantly changed how the CGovernnent does business. As
part of Vice President Gore's effort to create a
“CGovernment That Works Better and Costs Less” wthin his
Nat i onal Performance Review, he presented FASA to President
Cinton in 1993. It was designed to overhaul the
cunbersone and conplex procurenent system of the Federal
Government, which required costly paperwork for even snmall
purchases and weeks, sonetines nonths, of waiting between

order and delivery of goods.
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The Federal Acquisition Streamining Act (FASA) was
signed in to law Cct. 13, 1994. Sone highlights of FASA

i ncl ude:

Elimnating nobst paperwork and record keeping
requi rements for acquisitions below $100, 000
wthin the Sinplified Acquisition Threshold
( SAT).

Allow ng direct “mcropurchases” of itens below
$2, 500 wi t hout conpetitive guot at i ons or
conpliance wth Buy Anmerican Act and certain
smal | busi ness requirenents.

Exenpting conmercial product procurenents from
certain existing as well as future enacted |aws,
i ncludi ng exenptions from the subm ssion of cost
or pricing data and the cost accounting standards

( CAS) requirenents; est abl i shi ng an agency
preference for commerci al itemns; and ot her
continuing initiatives pronoting the acquisition
of comercial itenms to mnimze tinme delays,
research and devel opnent, and detailed design
speci fications and testing, t her eby maki ng

Gover nnment procurenent easier and | ess costly.

Est abl i shi ng a Gover nnent - w de Feder a
Acqui sition Conputer Network (FACNET) to convert
a current acquisition process overburdened by
paperwork to an expedited electronic data
i nterchange system (EDI) readily accessible to
the public. The National Defense Authorization
Act of 1998 repealed the FACNET requirenent,
changi ng it to t he use of El ectronic
Commer ce/ El ectronic Data Interchange (EC/ED).

Establishing a six-year limtation period for
filing clainms under the Contract D sputes Act
(CDA) and increasing dollar thresholds for claim
certification and the accelerated and snall
cl ai ns procedures.

Reserving all acquisitions over $2,500 but under
$100, 000 exclusively for small business concerns,
unl ess the contracting agency is unable to obtain
offers fromat least two qualified small business
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firms.

Expanding the Small Di sadvantaged Business set-
aside program to civilian agency procurenents.
As a result of the Adderand decision, the set-
aside program has since been refined. It now
i ncludes closer scrutiny rather than a bl anket
policy on selection. Criteria for selection also
identifies hub zones -historically under-utilized
busi ness and econom c areas.

Establishing a new 5 percent contracting goal for
wonen- owned smal | busi nesses.

Creating a “Small Business Procurenent Advisory
Counci |~ conpri sed of representatives from
federal agencies, which wll give high-Ievel

attenti on and focus to small busi nesses.

Preserving private contractors’ ability to file
bid protests in the US. District Courts and
authorizing federal district courts to obtain
advisory opinions from boards of contract
appeal s.

I mproving bid protest and contract adm nistration
procedures, particularly by providing nore tinely
and informative debriefings to unsuccessful
offerors; establishing Governnent-w de paynent
protection for first-tier subcontractors and
suppliers; and extending the authority to use
alternative dispute resolution procedures under
the CDA until Cctober 1, 1999.

Repealing that part of the Walsh-Healey Act
requiring an offeror to certify that it is a
regul ar deal er or manufacturer.

Requiring evaluation of past performance before
contract award.

Raising the Truth in Negotiation Act (TINA
threshold for requiring certified cost or pricing
data to a wuniform $500,000 for both <civilian
agenci es and DoD procurenents.

Sonme of the itens |isted above have changed since
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the | aw was passed in 1994. This list nerely reflects
the initiatives of FASA. (DSMC, 2001)

2. FARA

In 1996, recognizing the inportance of information
technology for effective Government, Congress and the
President enacted the Information Technology Managenent
Reform Act and the Federal Acquisition Reform Act. These
two Acts together, known as the dinger-Cohen Act, require
the heads of Federal agencies to link |IT investnents to
agency acconplishnents. The dinger-Cohen Act al so
requi res that agency heads establish a process to select,

manage and control their |IT investnents.

According to the forner Under Secretary of Defense for

Acqui sition and Technol ogy, the Honorable Paul G Kam nski,

The dinger-Cohen Act of 1996, formerly known as
t he Federal Acquisition Reform Act of 1996 (FARA)
and the Information Technol ogy Managenent Reform
Act of 1996 (I TMRA), further advance the changes
made by FASA The dinger-Cohen Act provides a
nunber of significant opportunities for DoD to
further streamine and reduce non-value added
steps in the acquisition process. Anpong the nost
significant changes authorized by the Act is a
test of the use of the Sinplified Acquisition
Procedures (SAP) for comrercial itens between the
sinplified acquisition threshold of $100,000 and
$5 mllion. This should allow DoD to reduce its
adm nistrative costs and the overhead costs for
DoD s vendor base for purchases of relatively |ow
risk itens. This change elim nated Governnent-
uni que requirenents previously cited by industry
as a barrier to doing business with DoD. The Act
also provides the authority for contracting

activities to wuse SAPs for all requirenents
bet ween $50, 000 and the SAP while the Governnent
wor ks to fully I mpl ement El ectronic

Commer ce/ El ectronic Data Interchange (EC/ED).
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The dinger-Cohen Act also provides substantia

relief from cunbersome processes that add little
val ue, but significant cost to the acquisition of
i nformati on technol ogies. The passage of the Act
allows DoD to focus on the appropriate use and
managenent of information technol ogy resources.

It should also reduce the anount of tinme an
information technology acquisition takes Dby
reducing the nunber and frequency of protests,
while noving the Departnent in the direction of
the use of sound acquisition strategies. (DSMC
2001)

C. BEST PRACTI CES AND ACQUI SI TI ON REFORM

As a result of FASA, the Ofice of Federal Procurenent
Pol i cy published the follow ng gui dance for “Best
Practices” for Multiple-award Task Order Procurenents:

Duri ng acqui sition pl anni ng, CGCs, program

officials, and industry should work together to
devel op a cl ear statenent of work.

Conti nuously seek contractor input to inprove the
efficiency and effectiveness of the ordering
process.

Make a reasonabl e nunber of awards, which ensures
conpetition but keeps the ordering process from
bei ng overly burdensone.

Use an interactive solicitation devel opnent
process to:

Shorten RFP devel opnent from nonths to days;

Increase comunication between industry and
Gover nnent ;

I ncrease under st andi ng of t he requirenents
t hrough a dynam c interactive approach; and

Use sinplified procedures and award docunentati on
when I SSui ng orders under mul tiple awar d
contracts.

The use of performance-based work statenents
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should result in nore task orders being fixed-
pri ced.

Consi der using oral presentations to reduce |ead
time and contractors’ proposal preparation costs.
Use good judgnment to ensure that travel costs do
not beconme excessive.

Plan ahead for oral presentations to allow
sufficient tinme for scheduling of conference room
space and eval uators attendance.

If witten technical proposals are required, use
page |limtations.

Devel opi ng publications which describe the fair
opportunity and ordering process helps when
multiple award contracts are issued for nulti-
agency use.

Past perfornmance on earlier tasks wunder the
mul tiple awar d contract, i ncl udi ng past
performance on cost or price control, my be used
to determ ne which awardees should be considered
for future tasks.

Good communi cation between the contracting office
and programtechnical office is essential when
determning fair opportunity.

Techni cal / program personnel involved in the fair
opportunity process should be well trained in the
use of multiple award task and delivery order
contracting.

Establi shing an automated system to nanage task
order issuance nmakes the process nore efficient.

Convene periodic neetings wth awardees to
di scuss adm ni strative matters, future
requirenents, and needed inprovenents in the
ordering process. (Acquisition Reform Network Dec
2001)

MAC POPULARI TY

21



Government Wde Acquisition Contracts (GAMCs) are one
of many nmultiple-award task order or delivery order
contract instrunents, which have attenpted to streanline
| engt hy procurenent processes. Particularly, GMCs were
designed to provide sources primarily for information
t echnol ogy products through contracts that are owned by one
Federal agency, which other specified Federal agencies can
use. There is a limtation on how nuch of the total
contract value one agency can use. This anmount varies and
is determned by the host agency. GMCs all ow agencies to
issue task and delivery orders against other agencies’
mul ti ple-award contracts. |In essence, GMCs offer agencies
a way to avoid the conplicated and | engthy process of open
conpetition and contract negotiation, which have, in the
past, contributed to long waiting periods for procurenents
and bidding periods. These waiting periods incur extensive
adm ni strative overhead costs that are eventually passed on
to the Governnment. In fact, administrative costs have been
estimated to be approximately $25,000 per cont ract
transacti on. (Denbeck, Chet 2002)

Since 1996, when the National Institutes of Health and
the Transportation Departnment invented the GMC, it was
hoped that the GMCs would serve two purposes. The first
was to spread the wuse of nmultiple-award task order
contracting aut hori zed in t he Feder al Acqui si tion
Streamining Act to facilitate comercial conpetition in
the Government to procure |T services. The second was to
pronote the spread of best practices. Pur chases nmde
t hrough GWCs skyrocketed to nore than $13 billion in
fiscal year 2000.
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More than twelve agencies operate GAMCs. Feder al
Sources Inc., analyzed 95,000 task and delivery orders for
i nformati on technol ogy orders placed against sixty GAMCs.
This analysis showed that the Federal Supply Service’'s
(FSS) technol ogy schedules by far accounted for the | argest
portion of the GMC s incone in fiscal year 2000. The
t echnol ogy schedul es amassed nearly $8.1 billion in sales
with 60.8 percent of all activity. FSS charges agencies a
one percent fee generating over $81 nillion in revenue for
t he agency. The GCeneral Services Administration's (GSA)
new Broadband D stance Learning contract ran a distant
second with $1 billion in sales. GSA manages five of the
ten nost lucrative contracts. The National Aeronauti cal
Space Adm nistration’s (NASA) Scientific and Engineering
Workstation Procurenent Il (SEWP 11) Contract, which is
used to purchase conputer equipnment designed for open
source environnents, cane in fourth with $451 nillion, or
3.4 percent of the total sales. According to the study by

Fed Sources Inc., the top 10 GMC agency users accounted

for nmore that $11 billion, or 85 percent, of the entire
GMC narket. GSA is also the largest GMC customer,
spending $4.2 billion, or accounting for 31.2 percent of
the purchases. The Navy followed at 13 percent for

purchases, or $1.7 billion, and the Arny was third wth
12.6 percent of the purchases worth $1.6 billion (Figure
1).
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Top Users
Department Contract Total Percent ofTotal
1 GSA 4.2 billion 31.2%
2 Navy 1.7 billion 13.0%
3 Army 1.6 billion 12.6%
4 Air Force 1.4 billion 10.3%
5 DISA 540.5 million 4.1%
6 Treasury 489.7 million 3.7%
7 Justice 390 million 2.9%
8 DLA 376 million 2.8%
9 VA 326.6 million 2.5%
10 NASA 289 million 2.2%
All others 1.9 billion 14.4%
Total 13.3 billion 100.0%
Based on contract ogligations for fiscal 2000. Source: Federal Sources Inc.

Figure 1. Fi scal Year 2000 Contract Obligations
Captured by Federal Sources Inc.

GMC custoners not in the top 10 accounted for only

14. 4 percent of sales, or $2 billion.

On the contractor side, technology managenent adviser
EDS of Plano, Texas was the |argest single GMC contractor

with $726 mllion in business, representing 5.4 percent of
the market share. Los Angel es-based defense contracting
giant Northrop G uman canme in second at $657 mllion, or
4.9 percent. Technology firm SAIC, headquartered in San

D ego, rounded out the top three, tallying $655 mllion in
sales to put it nearly even with Northrop Guman for
mar ket share. Conpanies not in the top ten Ilist of
contractors accounted for 65 percent of all spending, which
amounted to $8.7 billion.

GMC supporters, such as GSA and FSS, defend the use

of these contracts by stating that GMC offices have a

structured central vantage point from which to devel op and

promul gate |lessons learned from recurring infornmation

technol ogy requirenments to include capturing performance

data that passed through the contracting vehicles. One
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interesting note is that the performance data is generated
locally. At this point, no other agency has visibility or
conveni ent access to all past and present perfornance data
gener at ed. Wth over $13 billion dollars in revenue, to
over 95,000 task and delivery orders for informtion
technol ogy procurenents, and over sixty OGMC schedul es,
GMCs have streamined the procurenment process in the IT
arena in accordance wth FASA Despite GWACs’ grow ng
popul arity, questions about bundling have been raised in
official investigations and in formal conplaints from the
Smal | Business Admnistration. Are there unfair advantages
in conpeting for these contracts due to over enphasis on
best practices? 1In the end, is the Governnent getting the
| owest -price technically avai |l abl e or responsi bl e
responsi ve, contractor to achieve best value purchases?
The next paragraphs |ook at the controversy surrounding
these nultiple-award contracts.
E. COVPETI TI ON REQUI REMENT VS CONSI DERATI ON

The second, and probably nost inportant, claim of
GMCs was to pronote the spread of best practices, such as
per f or mance- based contracting, that prom sed better results
from information technol ogy investnents. The argunent for
why GMCs mght help achieve this goal was that GAMC
offices would have a central vantage point from which to
devel op and pronulgate |essons learned from recurring IT
requi renents that passed through the contracting vehicles.
Despite this effort, GMCs have not done nuch to nmake IT
contracting nore successful or streamined, according to
Steven Kelman in an article to Federal Conputer Wek,
Novenber 1, 1999.
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In a report to Federal Conputer Woek, Cctober 29,
2001, DoD s Inspector General (IG indicated that sole
sourcing continues to be a problem despite continuous
warni ngs that these problens could result in limtations
being put on the procurenent refornms enacted in recent
years. The review of Miultiple Award Contracts for Services
found that 66 of 124 task orders in fiscal year 2001 were
i ssued on a sole-source basis wthout providing contractors

a fair opportunity to be considered.

During fiscal years 2000 and 2001, the DoD IG found
that 304 of 423 task orders, or 72 percent, were awarded on
a sole-source or a directed-source basis. Only a snall
nunber of the 423 task orders were conpeted and 82 of these
orders received nultiple bids. He concluded that
contracting organizations continue to direct awards w t hout
providing nultiple-award contractors a fair opportunity to
be consi dered.

As a result, DOD was not obtaining the benefits

of sustained conpetition and the reduced cost

envi sioned when Congress provided the authority
for multiple-award contracts. (Kel nan, 1999)

The Defense Departnent is not the only organization
under fire. NASA was flagged for not conpeting orders. An
audit released in Cctober by NASA's I G found that 51 of 104
contracts issued by the Johnson Space Center and Langley
Research Center were sol e-sourced orders. “The agency did
not receive the benefits of conpetition and may be paying
nore for goods and services than necessary,” according to
the report released Septenber 28, 2001. (NASA, 2001) In
response, procurenment officials from NASA stated that they

agreed with the I1G report. However, the orders cited in
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the report represent an “effort that was begun, but not
conpleted, on prior contracts.” Putting those orders out
for bid would have given those pre-awarded contractors an
unfair conpetitive advantage due to their prior work.
These negative inpacts have not only affected conpetition
but also influenced undesirable approaches towards snmal
busi ness concerns.
F. MACS | MPACT ON SOCI O ECONOM C POLI CY

In a Congressional Report witten by the Genera
Accounting Ofice, small businesses have raised concerns
about whether nultiple-award contracts would reduce their
opportunity to receive Federal contracts. Consol i dati ng
requi renents, such as awarding |arge unbrella contracts and
elimnating nunerous smaller contracts, creates a situation
cormonly known as contract bundling. Mul ti pl e-award
contracts have been one way of consolidating requirenents,
whi ch Federal officials say reduces adm nistrative costs.
Smal | business fears that when consolidation results in
very large contracts or contracts that call for performance
over a w de geographic area, smaller firms are unable to
conpete effectively. (GAQ 1998) Bef ore discussing the
i mpact of MACs on small business affairs, the follow ng
par agraphs identify the purpose for snmall business policies
categories, and their associ ated Governnent prograns.

1. Pur pose for Soci o- Econom ¢ Policies

On July 30'" 1953, Congress continued in its efforts to
strengthen the usage of small businesses by passing The
Smal | Business Act of 1953 and creating the Small Business
Adm ni stration (SBA). The purpose of this Act was to
concentrate entirely on helping solve the many problens

that small businesses were facing. The Governnent realized
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that it must help in the devel opnent of snall businesses in
order to pronote and keep full and open conpetition for our
free enterprise system This Act stated that the
Government should ensure that a fair portion of Governnent
prime contracts and subcontracts be given to small
busi nesses. This Act abolished the SDPA and the
Reconstruction Finance Corporation, and the SBA assuned
nost of these organizations’ functions.

Five years later, The Small Business Act of 1958,
Public Law 85-536, anended the original Small Business Act
and enhanced the Governnment’s commitnent to Small Business
by recogni zing the Small Business Adm nistration (SBA) as a
per manent agency under the Executive Branch. The Snal |
Busi ness Adm nistration was fornmed as an independent agency
that was authorized to enter into contracts wth other

Federal agenci es. Once the SBA entered into these
contracts, it would then subcontract these contracts to
smal | and economi cally disadvantaged small busi nesses. An

amendnment to the Small Business Investnent Act of 1958 and
the Small Business Act of 1958, Public Law 95-507, further
addressed socially and economcally disadvantaged smal

business concerns by making it mandatory for prine
contractors to submt small business and disadvantaged

subcontract goals for contracts over $ 500,000 (one mllion

for construction). These early Acts by the United States
Gover nirent | ai d t he f oundat i on in addr essi ng t he
Governnment’s commitnent to including snmall di sadvant aged

busi nesses in the Federal Governnment procurenent process.
Since then, the Governnent has continued to show its
comm t ment toward snall di sadvant aged busi nesses by

enacting the follow ng | egislation:
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1968 — The Small business Admnistration 8(a) program
was established to enhance federal purchases from
socially or economcally disadvantaged owners of small
busi nesses.

1969 — Executive Order 11458 established the U S Ofice
of Mnority Business Enterprise within the Departnent of
Commerce with the purpose of nobilizing federal resources
to aid mnorities in business.

1971 — Title 41, Feder al Pr ocur enent Regul ati ons
required all Federal contracts exceeding $500,000 to
contain a clause encouraging contractors to utilize
mnority businesses as sub-contractors on a best-effort
basi s.

1971 — Expanded upon Executive Oder 11458 and Executive
Order 11625 gave the Secretary of Commerce the authority
to: (1) inplenent federal policy in support of mnority
busi ness enterprise prograns; (2) provide technical and
managenent assistance to disadvantaged businesses; and
(3) coordinate activities between all federal departnents
to aid in increasing mnority business devel opnent.

1977 — The Public Wrks Enploynent Act as anended by
Congressman Parren J. Mtchell required that ten percent
of each Federal Construction Gant be awarded to minority
busi nesses.

1977 — Public Law 95-89 increased |oan authorizations
and surety bond guarantee authority to mnority
busi nesses.

1977 — The Railroad Revitalization and Regul atory Reform
Act required that recipients of financial grants and
their subcontractors establish a goal of 15 percent of
purchases to be awarded to m nority busi nesses.

1978 — Public law 95-507 mandates that bidders for
federal contracts in excess of $500,000 for goods and
services and $1, 000,000 for construction, submit prior to
contract award, a plan, which included percentage goals
for the utilization of mnority businesses. This | aw
al so contained several anmendnments to the Snmall Business
and Smal| Business |Investnent Act of 1958.
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1982 — Section 105(f) of the Surface Transportation

Assistance Act is the ten percent set-aside anendnent
sponsored by Chairman Parren Mtchell of the House Snal
Busi ness Conmittee. This set-aside provision mandates
that not |less than ten percent of all funds appropriated
over the four-year period (1982-1986) shall be expended
with small businesses that are owned and controlled by
socially and econom cal ly di sadvant aged i ndi vi dual s.

1983 — Executive O der 12432, signed by President

Reagan, directs all agencies of the Federal Governnent to
develop specific goal-oriented plans for expanding
procurenent opportunities to mnority businesses.

1985 — H R 1961, Crim nal Penal ti es for Fr ont

Conpanies, was introduced by Congressman Mtchell to
address sone of the concerns of those who allege that
front conpanies are injuring mnority business prograns.

Under H R 1961, any false statenment know ngly
made to any party for the purpose of obtaining an
8(a) contract, a small business set-aside, a
subcontr act awar ded under Secti on 8(d)
subcontracting plan, or a contract awarded under
the ten percent set-aside of the Surface
Transportation Assistance Act of 1982, would be a
crime punishable by a fine and/or a jail term of
five years.

1986 — Public Law 99-661 is a precedent-setting bil

requiring affirmative efforts by al | Gover nirent
contractors towards a three-year goal of 5% mnority
(di sadvant aged) business participation in Departnment of
Def ense procurenment. It provides that:

. “To the extent practicable”, each contractor
denonstrate full conpliance with the intent of
t he | egislation.

. Contractors may pay no nore than fair market
price (FMP), which may exceed 10% of the nmarket
price.
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. Contractors may be crimnally prosecuted for acts
of m srepresentation.

. Contractors nust report utilization for all
separate groups that make up the protected class
of mnorities.

2. SBA 8(A) Prograns and Goal s

The Smal | Busi ness Adm ni stration’s Smal |
D sadvant aged Business Ofice was established to aid in
achieving the Governnment’s established goals for snall
di sadvant aged businesses. This office has several mnority
devel opnent progranms that are intended to help small
di sadvant aged busi nesses becone successful in the future.
One of the prograns is the 8(a) program The purpose of
the 8(a) Program is to pronote equal access for socially
and economically disadvantaged individuals to participate
in the business sector of the nation s econony. In doing
So, the SBA encourages business ownership and the
conpetitive spirit for Dbusinesses that are owned by
i ndi vi dual s who are socially and econom cal |y
di sadvantaged, and to create the opportunity for them to
participate in the Federal procurenent system The 8(a)
program provides Federal Governnent contracts and other
assistance to small conpanies owned by socially and

econom cal | y di sadvant aged persons.

The U. S, Small Business Admnistration (SBA) acts as
a prinme contractor and enters into contracts wth other
Federal departnents and agencies, negotiating subcontracts
with small conpanies in the 8(a) Program General ly these
contracts have an anticipated award value of I|ess than
$5, 000, 000. 00 for Standard Industrial Cdassification (SIC)
codes involving manufacturing and $3,000,000.00 for all

other SIC codes and are awarded on a non-conpetitive basis.
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Contracts greater than those anobunts are awarded after

conpetition anong eligible 8(a) participants.

To be eligible for the 8(a) program the snal
busi ness concern nust be at |east 51 percent owned by an
i ndi vidual (s) who is a citizen of the United States and who
is determned to be socially and econom cally di sadvant aged
by the SBA. Another requirement is for the business to be
managed on a full-tine basis by one or nore individuals who
have been found to be socially and economcally
di sadvant aged. In addition, at I|east one socially and
econom cal ly disadvantaged full-tinme mnager nust hold the
position of President or Chief Executive Oficer for the
conpany. For the purposes of the 8(a) program a socially
di sadvantaged individual is defined as an individual who
has been subjected to racial or ethnic prejudice or
cultural bias because of his or her identity as a nenber of
a group, without regard to his or her individual qualities.
The social disadvantage nust stem from circunstances that
are beyond the individual’s control. For the purposes of
the 8(a) program econom cally disadvantaged i ndividuals
are socially disadvantaged individuals whose ability to
conpete in the free enterprise system has been inpaired due
to dimnished capital and credit opportunities as conpared
to others in the same or simlar |ine of business who are
not socially di sadvant aged and such di m ni shed
opportunities have precluded or are likely to preclude such
i ndi viduals from successfully conpeting in the open narket.
Typi cal |y, socially and econom cal |y di sadvant aged
i ndi viduals include African Anericans, Hi spanic Anericans,
Native Americans, Asian Pacific Americans, and Subconti nent

Asi an Aneri cans. | ndi vi dual s not nenbers of these mnority
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groups who can denonstrate that they are socially and

econoni cal |l y di sadvant aged al so may be eligible.

In an effort to achieve the Federal Governnent’s
policy of al | snal | busi nesses having the maxi num
practicable opportunity to participate in providing goods
and services to the Governnent, the Governnent-w de
Procurenent Preference Goaling Program was established. To
ensure that small businesses received their “fair” share
t he SBA negotiates annual procurenment preference goals wth
each Federal agency and reviews each agency’'s results. The
SBA is responsible for ensuring that the statutory
Governnent-wi de goals are net for the entire Governnent.

The goals for small disadvantaged businesses are as
foll ows:
Tabl e 2. Fi scal Year 2000 Statistics for Smal
Di sadvant aged Busi ness Prograns.
The goal for... is...
smal | di sadvant aged busi ness || not | ess than 5 percent of the val ue
prinme contracts of all prinme contract awards.
smal | di sadvant aged busi ness || not | ess than 5 percent of the val ue
subcontracts of all subcontract awards.
wonen- owned snmal |l busi ness not | ess than 5 percent of the value
prime contracts of all prime contract awards.
wonen- owned snmal |l busi ness not | ess than 5 percent of the value
subcontracts of all subcontract awards.

In order for Federal procurenent policy to be fair and
equitable for all Federal agencies, the Governnent-w de
smal | business goals are established for Federal agencies
as percentages of their annual expenditures. Each agency
is required to submt its proposed goals to the SBA. The
SBA is then <charged to ensure that the aggregate

Government -wi de statutory goals are net. Currently, the
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statutory snmall disadvantaged business goal is 5 percent of
the value for all prime contracts and subcontracts. In
addition, the statutory goal is 5 percent for both wonen-
owned snmall businesses. The HUBZone statutory goal, which
is defined in the next section of this thesis, was 2
percent in fiscal year 2001, 2.5 percent in fiscal year
2002, and 3 percent in fiscal year 2003. The SBA approves
the final goals that are set by each Federal agency and
nonitors whether the agency actual perforns against the
establ i shed goals. In accordance with OFPP policy letter
99-1, Federal agencies are required to submt their goals
before the beginning of each fiscal year. The Ofice of
Managenent and Budget is required to establish a system for
coll ecting, developing and dissem nating procurenent data.
This systemis the Federal Procurenment Data System (FPDS).
Accordingly, only data reported to the FPDS on a SF 279 or
SF 281 may be included in a Federal agency’' s baseline for

reporting purposes.

In order for SBA to track the goals and actua
achi evenents, Federal agencies each year provide the SBA
with estinates of the total dollar amount of all prine
contracts to be awarded that fiscal year and estimtes of
the total dollar amount of all subcontracts to be awarded
by the agency’'s reporting prime contractors. Since fiscal
year 1998, all goal achievenents were reported through FPDS
as both a dollar anmpbunt and as a percentage of the total
anount to be awarded for each of the categories. At the
end of each fiscal year, the head of each agency is
required to review its FPDS report for correctness and, if
requi red, submt the appropriate justification to SBA for
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failure to nmeet specific goals with a plan to achieve the
goal s in the succeeding fiscal year.

3. Ment or - Pr ot égé Progr ans

Anot her program the SBA has inplenented to inprove the
opportunities for smal | di sadvantaged businesses to
participate in the Federal procurenent system is the
Ment or - Prot égé program The SBA's Mentor-Protégé program
enhances the capability of 8(a) participants to conpete
nmore successfully for Federal Governnent contracts. Thi s
IS acconpl i shed by encour agi ng private-sector
relationships, and by expanding the SBA's efforts to
identify and respond to the developnental needs of 8(a)
firms. The Mentors, which are well-established firns in
the industry, provide technical and managenent assi stance
in the form of technical expertise, resources and other
capabilities to 8(a) firms (Protége). Mentors can also
enter into joint ventures with the protégés and conpete for
Government contracts as prime contractors. A Mentor firm
can al so assist the protége by giving it financial support.
Mentors can own equity interest of up to 40% in a protégé
firmto help it raise capital.

In establishing the Mentor—-Protégé program the SBA
hopes to encourage Governnment contractor firnms in good
standing to assist small and disadvantaged busi nesses and
enable these businesses to first enter into the Federal
procurenent process, and then prosper in such a way that
they may be able to eventually serve as a nentor for other
firms in the future. Since the SBA inplenented the Mentor-
Prot égé program other Federal agencies have adopted the
same program One such program is the Departnent of

Def ense (DoD) Pilot Mentor-Protégé Program This program
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is simlar to the SBA's program but it is unique to the
Depart ment of Defense. In this program DoD encourages
major DoD prinme contractors (nentors) to develop the
techni cal and business capabilities of small disadvantaged
busi nesses and other eligible Protégés in order to enhance
their contribution to the Departnent of Defense, thereby
helping DoD in its efforts to achieve the Federally
mandat ed goals for small di sadvantaged busi nesses.

4. Hi storically Underutili zed Busi ness Zone
(HUBZONE) Enpoweri ng Contracting Program

The HUBZone  Enpower ment Contracting program is
adm nistered by a staff in Washington, D.C., in cooperation
with a field staff |ocated in SBA district offices all
around the United States. The program was established in
order to provide Federal contracting opportunities for
qualified small and disadvantaged businesses |ocated in
designated distressed areas throughout the country.
Fostering the growh of these federal contractors as viable
busi nesses, for the long term helps to enpower
communities, create jobs, and attract private investnent in
these communities. The program encourages economc
devel opnent in these historically wunderutilized business
zones, “HUBZones”, t hr ough t he est abl i shnent of
pr ef erences. The SBA regulates and inplenents the program

and determ nes which businesses are eligible to receive

HUBZone contracts. Next, the SBA nmaintains a listing of
the qualified HUBZone small businesses so that other
Federal agencies may |ocate vendors. In order to qualify

for the HUBZone program a small business nust neet all of

the followng criteria:

. It nmust be | ocat ed in a “historically
underutili zed busi ness zone” or HUBZone
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. It nust be owned and controlled by one or nore
U S citizens

. At least 35% of its enployees nust reside in a
HUBZone

A “HUBZone” is an area that is located in one or nore
of the follow ng:

. a qualified “non-nmetropolitan county” (as defined
in section 143(k)(2)(B) of the Internal Revenue
Code of 1986) with a nedian household inconme of
less than 80 percent of the State nedian
househol d income or with an unenploynent rate of
not less than 140 percent of the statew de
average, based on U S. Departnent of Labor recent
dat a

. within the boundaries of federally recognized
I ndi an reservations

In establishing the HUBZone Enpowering Contracting
Program the Federal Governnent has set the foll ow ng goals
for HUBZone: 2001 - 2% 2002 - 2-% % 2003; and each year
thereafter - 3% The main idea is that in achieving these
HUBZone goals, the snmall disadvantaged businesses wthin
the HUBZone would receive a larger portion of Federa
Gover nment contracts. | f this happens, then it also hel ps
in achieving the overall goal of 5% of all Federal
Government contracts being awarded to snall di sadvant aged
busi nesses.

5. Requi r ed Subcontract or Pl ans For Prinme
Contractors

One practice that has forced Prine contractors to be
cogni zant of the use of Small and D sadvantaged busi nesses
in dealing with the contracts they were awarded by the
Federal Governnent is the mandatory subcontractor plans.
In accordance with the Public Law 95-507, all Governnent

contracts that are in excess of $500,000 ($1 mllion for
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construction) that offer subcontractor opportunities nust
contain the contractor’s plan for subcontracting with small
and di sadvant aged busi nesses. The only exception is if the
prinme contractor for the contract is actually a small or
di sadvant aged busi ness. If the Governnent and the prine
contractor are not able to agree on a subcontractor plan,
then the prine contractor is not eligible to be awarded the
contract.

6. Ef fecti veness of Snall Busi ness Prograns

In analyzing the effectiveness of the prograns that
the Federal Governnent has inplenented to achieve its
overal | goal of 5 percent of prine contracts and
subcontracts for Governnent procurenent actions being
awarded to small disadvantaged busi nesses, the performance

of DoD is revi ewed.

38



Tabl e 3. Fi scal Year 2000 Statistics for Snall
D sadvant aged Busi ness Prograns.

Fi scal Year 2000 Statistics for Small D sadvant aged Busi ness Program

Prime and Subcontracting Perfornmance
Sec. 2323, Title 10 U.S.C. Established a 5% Goal for Columm 8

Dollars in MIlions
(1) (2) (3) (4) (5) (6) (7) (8)
] [2/1] Tot al [ 5/ 4] [2+5] [7/1]
Fi scal Tot al SDB SDB
. . % of Subc. % of SDB % of
Year Prinme Prine . Subc.

Prime Awar ds Subc. Tot al Tot al
2000* $122,397 ||$6, 957 5. 7% $54, 858 $2, 962 5. 4% $9, 919 I8. 1%
1999* I$116, 715  ||$7, 043 |6. 0% I1$52, 232 $2, 919 5. 6% 1$9, 962 ||8. 5%
1998 $109, 673 ||$6, 530 ||6. 0% $53, 144 $2, 984 |5. 6% $9, 514 ||8. 7%
1997 |$106, 489 ||$6, 697 ||6. 3% |$54, 429  ||$3, 024 5. 6% |$9, 721 ||9. 1%
1996 |$109, 489 [|$6, 918 ||6. 3% 1$47, 353 $2, 772 |5. 9% 1$9, 690 ||8. 9%
1995 $110, 033 ||$6, 682 ||6. 2% $45, 032 $2, 600 5. 8% $9, 462 18. 6%
1994 I1$112, 013 ||$6, 114 ||5 5% |$45, 364 $2, 253 |5. 0% $8, 367 7.5%
1993 $116, 007 ||$6, 183 I5. 3% $44, 947 $1, 914 4. 3% $8, 097 7. 0%
1992 I1$117, 151 ||$5, 195 4. 4% |$47, 318  |I$1, 777 3. 8% I$6, 972 |6. 0%
1991 $125, 878 ||$4, 423 3. 5% ||$57, 053 $1, 549 2. 7% $5, 972 4. 7%
1990 1$123, 821  ||$4, 149 3. 4% ||$54, 708 $1, 575 2. 9% $5, 724 4. 6%
1989 $120, 003 ||$3, 998 3. 3% |1$56, 037 $1, 302 2.3% $5, 300 4. 4%
1988 $130, 815 ||$3, 631 2. 8% $58, 799 $1, 134 1. 9% $4, 765 3. 6%
1987 |$135, 340 |$3, 317 |5. 7% |$53, 115 $1, 023 1.9% |$4, 340 3. 2%

As shown in the table above, in 1987 the Departnent of
Def ense (DoD) was well below the stated goals for snall
di sadvant aged busi nesses, but there was an upward trend.
Since 1992, DoD not only has achieved the stated goals, but
al so has managed, on average, to achieve over 161% of its
goal s. Looking at this fact, it can be concluded that the
policies and prograns that the SBA inplenmented and the DOD
followed, were the key contributing factors in the DOD s
overwhel m ng success in surpassing the snall disadvantaged
busi ness goals over the past nine (9) years. However ,

further research shows that it is difficult to determne if
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there is a direct correlation between DoD s inplenentation
of these prograns and the success in achieving the goals.
There is insufficient or inaccurate data to correlate

successes or failures of nmeeting SBA goals for the Mentor

Protegé’ Program and Hubzone initiatives. However, as
mentioned earlier, in a 1998 GAO report on Miltiple-award
Contracts, the Small Business Admnistration expressed

concerns that contract bundling would hanper Snmall Business
initiatives and its ability to neet prescribed goals. On
the contrary, GAO concluded that, in the aggregate, across
the spectrum of the Federal Governnent, small businesses
are conpeting and their share of contracts has increased
since FASA. Nonet hel ess, since the report was witten in
1998, critics have di sagreed.

7. MAC | npacts on SBA Initiatives

Bundling of contracts is a controversial subject with
strong opinions for and against the practice. An article
witten by Colleen O Hara, in Novenber 1999, states that
contract bundling for GMCs (IT MACs) has increased up to
13 percent of all contracts, rising from about 11.5 percent
in fiscal year 1992. A Federal Conmputer Wek article,
“Tough Tinmes for 8(a)s”, Septenber 2000, stated that from
1997 to 1999, the nunber of small business federal
contracts dropped from 6.4 mllion to 4.9 mllion. A
February 2001, Federal Conputer Wrld article stated that
Representative Don Manzullo of Illinois, Chairman of the
House Smal |l Business Commttee, is concerned about contract
bundling practices. Advocates state that bundling saves
agencies time and noney; opponents think that bundling
formse barriers to entry into the procurenment process.

“Bundling acts as a gatekeeper. It essentially |ocks out
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any business that is not an awardee of the bundled
contracts,” says Craig Brooks, presi dent  of El ectra

I nternati onal Tel ecommuni cati ons, Bet hesda, M.

There are conflicting objectives dealing with MACs
that my produce unwanted economc inpacts on Snal
Busi ness goals. As a result of bundling under MACs, snal
busi nesses are at the nmercy of larger prime contractors.
The work must flow down to them in the form of
subcontracts. Furt her research addresses potentia
rel ati onshi ps between MAC bundling and the inpacts on small
busi nesses and small business initiatives.

G SUMMARY

Faced wth a declining Governnent workforce of
procurenent officials, a decreasing industrial base by
which to procure supplies and services, fiscal budget
constraints and other fiscal barriers, the CGovernment nust
continue to re-engineer buying practices and inprove on
best business practices that will continue to place our
country in an advantageous position over the long run.
Busi ness practices for comrercial and non-devel opnent al
supplies or services that take up to two years to procure
can no |onger be tolerated. Mul tiple-award contract
instruments are a step in the right direction that can
potentially open opportunities for nore conpetition, better
performance and quicker response to Governnent generated
requirenents. Nonet hel ess, despite MAC popularity and the
entrance of over 60 additional Governnent-w de acquisition
contracts (IT MACs), current business practices threaten to

reverse current processes to the pre-FASA era.
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Thus, the potential exists to increase Governnent
overhead costs and raise prices of conmercial and non-
devel opnental itens, while pushing our already declining
commercial industrial base farther away from Governnent
busi ness. Sections 801 and Section 803 of the Defense
Aut hori zation Bill loomin the shadows of current bills to
swing the procurenment pendulum to pre-1994 purchasing. The
next chapter discusses and dissects procurenent results of

speci fic MAC instrunents. The investigations and reports
conducted by GAO, the DoD IG and NASA |1G give further
insight into MAC procurenent inpacts on conpetition

pricing and soci oeconon ¢ concerns.
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11, CURRENT BUSI NESS PRACTI CES THROUGH MACS

A PURPOSE

Chapt er 11 eval uates  procurenent shortfalls of
Mul tiple-Anard Task and Delivery Order Contracts (MACs) by
revealing the buying habits of Federal Buying Agencies.
Over the past four years, increases in sole-source awards
have resulted from the use of MACs to include the bundling
of contracts to streanline procurenent processes. These
sol e-source awards and bundling inpinge on conpetition,
pricing and SBA business goals, and also frustrate the
intent of receiving Best Value products and services
expected from MAC i nstrunents.

Subsequent par agr aphs addr ess successf ul
i npl ementati on of MACs, enphasize why buying agencies are
gaining confidence in Information Technology procurenent
solutions, and review the buying habits of agencies within
the Federal Governnment to determne potential msuses of
these contract instrunents. Agencies within DoD and NASA
are the subject of the discussion. Lastly, the researcher
addresses and anal yzes the effects of contract bundling as
defined by Congress in a previous GAO report.
B. POSI TI VE | MPACTS OF MACS ON REFORM

Purchases made through GMCs soared to nore than $13
billion in fiscal year 2000. (Govexec 2001) More than
si xty agencies operate GMCs, and as indicated in Table 1
of Chapter |1, have achieved their goal of dissemnating
the use of GMCs and streanlining processes while reducing
procurenent administrative lead tines. This allows
agencies to purchase evolutionary state-of-the-art |IT
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solutions in less time than pre-FASA procedures. The
Def ense Acquisition University, the school for Governnent
acquisition professionals in Ft. Bel voi r, Virginia,
partnered with GSA to use their “Applications 'n’ Support
for Wdely-Diverse End User Requi renent s” contract,
(AANSWE R GMC. DAU chose the GMC prinme contractor

Conmput er Sciences Corporation (CSC) to provide integrated
e- |l earni ng, know edge managenent and information technol ogy
(1'T) support for DAU. The contract award is valued at $47
million with a performance award term (incentive) of an
additional three years. Through an interview wi th Col onel
Bill MNally, DAU released the followng coments to
justify its best value decision using the AN S WE. R GMC

. The A NS WE R GMC mtched DAUs requirenents
nor e effectively t han ot her procur enent
procedures such as full and open conpetition, and
Federal Supply Schedul es

. DAU did not have to select the contractor based
on full and open conpetition

. The Program O fice for the GSA A NS WE R GMC
constantly neasured performance for the GMC
award and on each task order

. Conpetition at the initial award and also at the
ordering | evel encouraged hi gh perfornance

. The AANS WE.R GMC net DAU s needs in terns of
speci al provi si ons, pricing arrangenents and
i ncentives (such as award tern), etc.

. GSA provided a program office to assist DAU with
adm nistering the AN S WE. R GMC

. The A NS . WE R GMC allowed one on one dial ogue
with CSC without creating an unfair advantage to
ot her awar dees t hat facilitated a t eam
relationship that ensured requirenents were net
(DAU, May 2002)
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DAU benefited from the savings of initial startup tine
and cost, contract admnistration, which includes the pre-

award actions indicated in Chapter |l, subparagraph B, page

11, and post award adm nistration. The Gover nnent
benefited from conpetition, by allowng the conpetitive
forces of the market place to establish best value pricing
based on cost, mssion capability, and past perfornmance
i nformati on. Equal ly effective, DAU s Task order through
the ANS WE. R GMC required the prinme contractor, CSC, to
establish a subcontractor plan to use Small Businesses. As
a result, GSA prevented the possibility of bundling
contracts as stated in Chapter Il definitions and expl ai ned

i n subparagraph F.
C. NEGATI VE | MPACTS OF MACS ON REFORM

Multiple Award Task Order Contracts (MACs) occur when
two or nore contracts are awarded from one solicitation.
This allows the Governnment to procure goods and services
qui ckly, using streamlined acquisition procedures while
obtaining the advantages of conpetition. The intent of
multiple award contracts is to establish a group of pre-
qualified contractors that are technically capable of
performng the work to sustain conpetition anong the
contractors, and to obtain the best value on task orders
t hroughout the contract period. Since nultiple award
contracts contain broad statenents of work and provide the

contractors little assurance on actual anpunts of orders
that will be received, it is crucial that the initia
selection process focuses on technical issues. Thi s

process allows contractors to conpete on an equal footing.
When specific task orders are developed wth defined

requi renents, cost and price should be a substantial factor
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in the selection process. (DoD Audit) Though FASA
aut hori zed Governnment agencies to use MAC instrunments for
indefinite delivery, indefinite quantity purchases, nmany
reported msuses of these flexible contracts have eroded
the benefits of streanmlined processes. The follow ng
reports outline these issues.

1. GAO Audit and Fi ndi ngs

a. Scope of Audit

. On Septenber 30, 1998, the General Accounting
Ofice conducted a review of nultiple-award
contracts awarded by six Federal organizations as
directed by the Honorable John Genn for the
Committee on Governnmental Affairs United States
Senate and the Honorable Carl Levin for the
Conm ttee on Arnmed Services United States Senate.

. The Senate conmmittees sought to find whether
Feder al agenci es wer e provi di ng a fair
opportunity to contractors to receive orders
under multiple-award contracts.

. The six agencies included the Defense Infornmation
Syst ens Agency (DI SA), t he Depar t nent of
Transportation (DA’ , t he Cener al Servi ces

Adm nistration (GSA), the National Institutes of
Health (NIH), and the US. Ar Force (USAF)
El ectronic Systens Center’s Hanscom Air Force
Base operations (ESC/ HAFB) and Standard Systens
G oup (SSG .
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Tabl e 4.

GAO Sel ected Data on Contracts Revi ewed.

Maximum Walue of arders a8 of
fAwarding crganization Humber program valua Saptember 30, 1957
and program nama of cantracts {im milllans) (im milllans)
DilaA: DEIS-N & 3,000 33343
T ITQR 20 3.3 33z
GEA: CBGLR 13 204 18
MWIH; CIC-5F 20 £11.000° MYAT
ESCIHAFE: MIZTE 2 BETS fdf9
56 OT-v i 31675 33102

L}

b. GAO Revi ew Results

Efforts to provide a fair opportunity to pronote
conpetition for task or delivery orders placed
under multiple-award contracts varied anong the
Si X organi zations

Air Force ESC/ HAFB and GSA contracts provided a
fair opportunity for orders placed on the
organi zations’ MAC, which anounted to only five
sol e-source orders out of 37 orders

Air Force ESC HAFB contracts were found to
| ogically follow on to orders previ ously
conpeted. The GSA-requested proposals for offers
on projects were generally less in price than the
Gover nment esti mates

DOT contracts for information technol ogy services
and sol e-source orders represented 64% of orders
pl aced and 20% of total dollars awarded in Table
4. Al though DOI' met statutory exceptions for
sol e source orders, it did not reach the Ofice
Federal Procurenent Policy (OFPP) gquidelines of
obt ai ni ng conpetition on 90% of its orders.

Until October 1997, NH nornmally identified a
preferred contractor when announcing plans to
pl ace orders for information technol ogy services
on MAGCs. Al t hough a January 1998 policy changed
this systemto allow two proposals on each order,
a review of ten orders found that the old system
had not changed.
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OVMB recommended in April 1998 that Federal
procurenent regulations be revised to prohibit
the practice of sole source orders under MACs

DI SA received only one proposal per order for
about 44% of the orders placed on its MAC during
fiscal year 1997

C. Agency’ s Response to GAO Revi ew

OvB, DoD, on behalf of the Ar Force, and NH
generally concurred with the results of the GAO
report. DOT did not provide witten comments
but, in oral coments, it generally concurred.
GSA al so declined to conment.

OMB is encouraged that agencies are taking steps
to inmprove their processes for admnistering

mul ti pl e-award contracts, i ncluding increasing
attention to the amount of conpetition for
or ders. Witten comments are included in
Appendi x A

DoD agreed that continual review was inportant to
ensure that MACs pronote conpetition. DoD
activities are revisiting current practices to
ensure that contracts have a fair opportunity to
be considered for orders. Witten coments are
i ncl uded in Appendi x B.

NIlH stated that the GAO review represented a fair

assessnment of its MAGCs. NIlH has inplenented
program i nprovenents to neet “fair opportunity”
requirenents. See the conments included in
Appendi x C.

Since the GAO report was published in Septenber

1998, Congress and OMB have closely nonitored the use of

MACs. The follow ng paragraphs outline departnental audits

initiated

by DoD and NASA to review internal MAC

activities.
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2. DoD I nspector Ceneral Audit and Findi ngs

Improperly Directed Task Order Actions

O Directed broad discretion
$113.8mill

@ Urgency $5.8 mill

O Uniqueness $5.8mill

O Minimum guarantee $28mill

B Logical follow-on $33.9mill

0148

Values on pie chart represent number of task order
actions

|7

Figure 2. DoD I nproperly Directed Task Order Actions.

a. Scope of Audit

DoD reviewed 423 multiple award task orders
awarded in FY 2000 and 2001, valued at $451.4 nmillion at
fifteen contracting organizations throughout DoD. These
orders were fromeighty-four MACs with a face value of $9.8
billion.

b. Audit Results

. The audit found that 304 of 423 task orders (72%
were awarded sol e-source or on a directed source
basis, of which 264 (Figure 3) were inproperly
supported. The value was $312.2 nmillion doll ars.

. Contracting officials abused t he “br oad
di scretion” portion of the FAR for task order
awards under mnultiple award contracts

. Contracting officials allowed “exception” clains
wi t hout adequate supporting docunentation and
succunbed to program office and i nt erna
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pressures to generate business for their nultiple
award contracts

. Contracting officials did not adequately plan
work to ensure that it was suitable for nultiple
awar ds

. The O fice of the Secretary of Defense Managenent

did not properly nonitor, evaluate, or analyze
data <collected from Mlitary Departnents for
mul tiple award contracts to prevent inappropriate
practices associated with MACs

C. DoD Agency Managenent Responses

All of the Secretaries and Directors agreed to
the deficiencies noted in the award and use of MACs wth
the exception of DVEA DVEA di sagreed with the opinion of
the auditor that contracting officials did not adequately
plan work to ensure that it was suitable for multiple task
order awards.

d. DoD Audit Response

The Auditor responded that out of forty-nine task
or ders, thirteen were called conpetitive while only
receiving one bid, and thirty-six were considered sole-
source. They question the use of the MAC because there was
never any conpetition. The MACs were designed to ease the
acquisition process for conpetitors, not to be a neans to
obt ai n sol e-source procurenents.

3. NASA | nspector General Audit and Fi ndi ngs

Tabl e 5. NASA MAC Activity Tabl e.
Center A Number of Contracts Reviewed | B. Number of Orders Reviewed  |C. Sole-source orders | D. Sole-source orders questioned
Ames 14 88 15 1
Goddard 20 9 13 0
Johnson 17 59 14 11
Kennedy 11 3 9 0
Langley 27 366 4] 40
Marshall 6 25 0 0
Toldls % 662 M 52
Anerds Vaues $362,671,966 130,643,600 $8,677,050
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a. Scope of Audit

The Inspector GCeneral of NASA audited MACs to
determne if their use was consistent wth
statutory and regulatory requirenments, and in the
best interest of the Governnent

b. Audit Results

As indicated in Figure 2, specifically, at
Johnson and Langley Space Centers, contracting
officers issued fifty-one (49% of 104 sole-
sour ce orders wi t hout obt ai ni ng adequat e
conpetition

Forty-eight of fifty-one did not qualify as sole-
source orders.

Forty-one were a continuation of work perforned
under prior contracts.

Seven orders were followon to previous orders

Three orders had no sole-source justifications
available in the contract files. The Gover nnent
did not benefit from lower prices as a result of
t he sol e-source orders val ued at $8, 417, 611

C. Langl ey and Johnson Space Center Response

The period of performance was expiring under the
previ ous contracts. However, the effort involved
was not conpl et ed.

The effort requi red under the orders was
consistent with the scope of the new contracts

The effort required technically conplex orders,
and conpetition of the orders would have
di srupted critical program m | estones

d. Audi t or Response
NASA found that the Agency’'s rationale for

i ssuing the work as sol e-source orders indicates that these

contracts

were probably not suitable candidates for

mul tiple-award contracts in accordance with FAR Sections
16.504(C) (1) (ii)(A) and 16.504(C) (1) (ii)(B).

FAR Sections 16.504(C)(1)(ii)(A) states:
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The contracting officer nust avoid situations in
whi ch awar dees specialize exclusively in one or a
few areas within the statenent of work, thus
creating the likelihood that orders in those
areas will be awarded on a sol e-source basis

. FAR Sections 16.504(C)(1)(ii)(B):

The contracting officer must not use the
mul ti pl e-award approach if only one contractor is
capable of providing performance at the |evel of
qual ity required because the supplies or services
are uni que or highly specialized

D. EVALUATI VE ANALYSI S OF MAC | MPACTS

NASA and DoD s sol e-source awarding of MACs seens to
be the norm and not the exception as indicated above. FAR
16.505 allows contracting officers to award sole-source
orders to a single contractor under the follow ng

excepti ons:

. The agency need for the supplies or services is
so urgent that providing a fair opportunity would
result in unacceptabl e del ays

. Only one award is capable of providing the
supplies or services required at the |evel of
quality required because the supplies ordered are
uni que or highly specialized

. The order nust be issued on a sole-source basis
in the interest of econony and efficiency as a
logical followon to an order already issued
under the contract, provided that all awardees
were given a fair opportunity to be considered
for the original order

. An order is necessary to satisfy a mninmm
guar ant ee

The followng section evaluates the inpacts of the
i neffective use of MACs on conpetition, pricing and soci o-
econoni ¢ goal s. (NASA, 2001)
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1. Sol e- Source | npacts on Conpetition

FASA was designed to provide contracting officers sone
relief from TINA (cost or pricing data), allow broad
statenments of  work, [imt contractor protests, and
stream i ne procurenent processes through the evaluation of
best practices mandating that nultiple awardees have a fair
opportunity to be considered for orders over $2500. As a
result, the Governnment can benefit from conpetition and

| ower prices. MACs were not developed to replace or
circunvent full and open conpetition. In fiscal year 2000,
both NASA and DoD processed over 10 billion dollars through
GWACs. See Figure 1 in Chapter 11. On average, over 60%
of the contracts awarded by both DoD and NASA were sole-
sourced contracts, thereby violating the conpetition
requirenents. Both NASA and DoD rendered nunerous

expl anations as to why they were justified.

Regar dl ess, none  of the explanations nmet t he
exceptions requirenents of FAR 16.505, and the Governnent
did not benefit from the savings normally produced by
allowwng the conpetitive forces of the nmarketplace to
dictate prices. However, many agencies use MACs as a way
to streamine procurenent processes at the expense of the
Gover nnent . Wthout oversight or a robust checks and
bal ances system agencies wll continue to abuse the
system Both NASA and DoD auditors recomended appointing
an onmbudsman for each subordinate agency to review and
oversee the use of MACs and neet |ocally established quotas
to benchnmark conpetition. Every subordi nate agency opposed
this recommendation, stating that this action infringed on
a contracting of ficer’s di scretion. Consequent |y,
contracting officers nust use adequate narket research and
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proper acquisition planning to decide if MACs are
appropriate contract vehicles. They nust wuse procurenent
planning to determine if a contractor is technically
capabl e of fulfilling a requi r enent to pr event
over st at ed/ under st at ed anount s based on i nconpl ete
requirenents. These actions should provide the Governnent
with best value, and a fair and reasonabl e price.

2. Sol e- Source | npacts on Pricing

Agenci es should consider the terns, conditions, and
conpetitive pricing, as well as the admnistrative savings
of multiple-award task and delivery order contracts.
Agencies are responsible for determning the capabilities
of the narketplace, and whether the focus of an existing
contract will result in an optimal fit between an agency’s
needs and commercial solutions. Therefore, although
contracting officers may find relief from the Truth In
Negoti ati ons Act, under which the contractor is required to
submt cost or pricing data through FASA, they nust still
be cogni zant of pricing.

Pricing awareness is achieved in the beginning stages
of an acquisition when the requirenments are assessed. The
acquisition comunity nust first conduct extensive market
research to assess what is available in the commercia
mar ket pl ace to neet the need, wth little or no adaptation.
Next , the acquisition comunity <creates a W nning
acqui sition and pr ocur enent strat egy t hat procures
comrer ci al items when they are needed at the npst
reasonable price. (1. Qui de, June, 1998) This is
especially inportant in sole-source exceptions where the
conpetitive forces of the marketplace did not influence
price. Market research nust answer the m ni num questi ons:

54



. Should this item or service be considered
coomercial? If an itemis determned not to be
commercial, contract procedures will fall under a
nore |lengthy procurenent process rather than
under sinplified acquisition procedures, which
account for fair and reasonabl e prices
differently. (1. Quide June 1998)

. Wiy is the comrercial item a sol e-source? Itens
may be sole-source as a result of data rights,
copyrights and patents. They may also fall under
the exceptions as outlined in FAR Part 16.505.
(I. Guide June 1998)

. Is this comercial, sole-source item one of a
famly of products?

. How many of the conmercial sole source itens are
sold to the general public? I f the amount of

sales to the CGovernnent is higher than the anount
of sales to the public, KOs can |everage volune
buying to negotiate “nbst favored custoner”

prices. If the opposite is true, then nmarket
research wll concentrate on the public’'s
| everage and conpare the Governnment’s price to
t hat of the “nost favored general public

custoner.” (I. uide, June 1998)

. What is the wvendor’s pricing strategy for
commercial items? Two strong factors drive the
pricing. The first is the source’s assessnment of
what is the maxinmum price that the market wl]l

tol erate. This is prevalent with conpetition.
In a sole-source environnent, market pressures
are alnost non-existent. The second, cost
recovery plus maximum profit, is used in a sole-

source environment. (I. Guide June 1998)

A logical followon step to market research is price
anal ysis, which is designed to determne if the price of a
certain item or service is fair and reasonable. Servi ces
for detail price analysis can be requested through the
Def ense Contact Auditing Agency (DCAA) of the Ofice of the
Secretary of Defense (OSD), and in fact, is highly
encour aged. Various nethods include Historical Trend
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Anal ysis, Cost Estimating Relationships, Best Value versus
Lowest Price, Varying in Quantity Analysis, |ndependent
Government Estimates (I1GE), Percentage of Sales Test,
Recurring versus Non-Recurring Considerations and Spare
Parts Breakout. As noted in the previous section, agencies
abused their broad discretion, granted by FAR 16.505, to
determne “fair consideration” of awardees, and failed to
support their actions by articulating their awareness of
pricing for all contractors not contacted before the task
or delivery order was issued.

There was no indication that appropriate market
research or price analysis was conducted. In one exanple
where contractors were not contacted to submt proposals,
there was no docunentation showing that the contracting
of ficer knew the |abor m x or |abor hours that contractors
may have proposed. In 264 of 423 sole-source task orders
generated by DoD, and 48 of 104 sole-source task orders
generated by NASA, contracting officers failed to use a
DCAA auditor or any type of price evaluation techniques to
conduct a nore conprehensive price analysis. Instead, they
used a streamined approach that was inadequate for
determining a fair and reasonable price. As a result, the
Government did not realize any cost savings or best value
pur chases.

3. | npacts on Soci o- Econom c Matters

Undesirabl e econom c inpacts have resulted from MACs.
Agencies are taking great advantage of MACs by awarding
some contracts that do not define what work is to be done.
The agencies are putting enornous pressure on conpani es by
foll owi ng these practices. These conpanies are then forced
to spend noney not only to bid for a MAC, but to al so spend
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nore noney to aggressively market thenselves to win a share
of the contract task orders. In addition, these conpanies
nmust quickly hire workers when a task order is received and
just as quickly lay them off as soon as the task is
conpl et ed. Managers rightly point out that this is a
recipe for worker-enployer mstrust, higher wages, and
| ower quality.

A report by the Ceneral Accounting Ofice in Septenber
1998, to Senators John Genn and Carl Levin, stated that
smal | busi nesses have other factors to contend with aside
from cost.

Smal | busi nesses have raised concerns about

whether multiple-award contracts would reduce

their opportunity to receive federal contracts.

Consol i dati ng requirenments (awar di ng | ar ge

unbrella contracts and elimnating nunerous

smal l er contracts) creates a situation commonly
known as contract bundling. Mul ti pl e-award
contracts have been one way of consolidating
requi renments, which federal officials say reduces

adm ni strative costs. Smal | busi ness advocat es,

however, fear that when consolidation results in

very large contracts or contracts that call for

performance over a w de geographic area, snaller

firme will be unable to conpete effectively. (GAO

Report 1998)

While small business advocates have raised concerns
about small businesses not being able to conpete for MACs,
GAO anal ysis has concluded that in the aggregate, the snmall
busi nesses’ share of Federal contracts has increased since
FASA as of 1998. However, there are varying opinions on
whether or not small business contract awards have
increased or decreased. New York Representative Nydia
Vel zquez, a ranking nenber of the House Small Business
Committee, had this to report:
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. From 1997 to 1999, the nunber of snall-business
federal actions dropped from 6.4 mllion to 4.9
mllion, which is a 23% decr ease

. Twenty-one federal agencies responsible for 96%
of all federal contracts were graded from A to F
with A being the highest value. No agency
received an ‘A rating

. More than half the agencies were given below
average grades for bypassing small businesses in
favor of |arge conpanies

. Contract bundling has cut into the business of
smal | firms, many of which are owned by
mnorities or wonen

. Smal | er businesses nust enter into subcontractor
roles with the larger conpanies that w n bundl ed
contracts. Si nce bundl i ng | eaves smal |
businesses at the nmercy of the Ilarger prine
contractors, it negates all statutory and
regul atory protections

. There is no statutory requirenent or penalties if
agencies fail to neet goals (Caterinicchia, FCW
Sept 2000)

GAO s Septenber 1998 report did not address the inpact
of MACs on small business opportunities, but concluded that
small  business opportunities for all types of Federal
contracts have increased despite concerns about bundling.
The House Smal |l Business Conmttee concluded that a decline
of Federal contracts to small business for |IT acquisitions
occurred during fiscal years 1997-1999, but there was no
concl usive evidence to indicate that MAC bundling was the
cause. Nei t her report addressed whether or not MACs have
pr oduced over whel m ng barriers to entry for smal |
busi nesses. However, evidence of MAC m suse through
i nproper sol e-source requirenents was indeed conclusive.
If inproper sole-source acquisitions continue, and buying

agencies are not held accountable, the Government wll not
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benefit from conpetition, and will, therefore, never obtain
best value acquisitions that can result in |lower or best
val ue prices, and higher performance over the life cycle of
the acquisition. In addition, other qualified offerors and
contractors, whether large or small, wll not have the
opportunity to prove their value to the Governnent if not
given a fair opportunity to conpete.
E. SUMVARY

Despite t he controversy sur roundi ng MACs, t he

regul ations and guidelines are in place to properly award

MACs in a full and open conpetitive environnent. A
conpetitive environnent wll provide an atnosphere that
will benefit the contracting officer, the Governnment, and
nost of industry. However, contracting officers nust

properly inplenent these guidelines before awarding sole-
source contracts. Qovi ously, sone nmanipulation of the
system does occur from agency to agency, but that may not
be apparent to a casual observer. Agency 1G offices and
GAO auditors nust continue to nonitor and ensure that
contracting officers wunderstand and adhere to existing
pol i ces. Chapter IV introduces alternative business
practices through an Advanced Electronic System (AES)
foll owed by an econom c anal ysis conparing MACs and the AES
in Chapter V.
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| V. ALTERNATI VE BUSI NESS PRACTI CES THROUGH AN
ADVANCED ELECTRONI C SYSTEM

A COMVERCI AL TRENDS

The Governnment is charged with providing a Federal
Acqui sition System that delivers the best value product or
service to its custoner on a tinely basis, while
mai ntai ning the public’s trust and fulfilling public policy
obj ecti ves. ( Feder al Acqui sition Regul ation, Par t 1)
Mai ntaining public trust can be as challenging as

fulfilling public policy 1in the acquisition system
Stream i ni ng Gover nnent pr ocur enent processes whi | e
adapting Internet solutions that will mnimze cost and
maxi m ze best val ue pur chases wi | contribute to

mai nt ai ni ng public confidence.

1. Conmrer ci al Busi ness-to-Busi ness Practices

Fol Il owi ng the success of eBay and Amazon.com | nternet
conpani es noved swiftly into the business-to-business (B2B)
mar ket . Internet conpanies that have built electronic
malls on the Wrld Wde Wb nmake it fast and easy for
suppliers and buyers within the industry to connect. \b-
based transactions are Ilinked to a conpany’ s interna
accounting and finance systens, and paper forns and
anbi guous data entry are no |longer a part of the purchasing
process. Data is stockpiled and presented on thousands of
purchases, enabling organizations to better understand what
is being bought and to use that know edge to negotiate
better deals wth suppliers. Despite the stock narket
correction in March 2000, B2B solutions are still

consi dered prom sing investnents. (Harrigan, Sean, 2002)
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Figure 3: Overview of the Donestic B2B Market, 1999-2003
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Fi gure 3. Overview of the Donestic B2B Market, 1999-
2003.

The B2B nmarket ballooned because conpanies can save
noney by noving the purchasing of manufacturing supplies
and operating resources onto the Internet, thereby reducing
redundant paper forns, speeding paynent and accounting, and
inmproving the ability of buyers to conpare prices and the
ability of sellers to present products. In addition, the
Internet permts real-time bidding wars in which sellers
conpete on price to wn buyers’ orders. The Boston-based
Aberdeen Goup, a consulting firm found that nost
busi nesses realize a 300 percent first-year return on
investnment in Internet procurenent. As a result, B2B firns
are now very excited about the business-to-governnent (B2G
possibilities. (Wld, 2000)
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2. Conmrer ci al Busi ness-to- Governnent Practices

B2Gs are quickly being drawn to the Federa
Governnent’s $200 billion+ annual expenditure for goods and
servi ces. Most Internet conpanies collect a percentage of
transactions conducted using their websites, software or
servi ces. Wth approximately 31 mllion procurenent
transactions in fiscal year 1999 alone, Internet conpanies
consider the Federal Governnment to be an enornous avenue
for profit. I ndustry anal ysts predict that Federal, State
and |local governnent spending on e-governnment hardware,
software and services will grow from $1.5 billion this year
to $6.5 billion in 2005. Nearly $4 billion of that will be
spent to enable interactions wth businesses. (Harrigan,
Sean, 2001)

Figure 4: Public Sector Procurenment in Real Dollars, Federal vs.
State & Local Governnent, 1993-1999
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Fi gure 4. Public Sector Procurenment in Real 1999
Dol | ars, Federal vs. State & Local Governnent, 1993-
1999.
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B. GOVERNMENT TRENDS

FASA is a conbination of several initiatives in
acquisition reform Many of the refornms in the Act
represent significant changes in how conpanies wll be
doing business with the Federal Governnent. Most of the

i nportant changes are El ectronic Commerce (EC) requirenents
and the creation of the Federal Acquisition Conputer
Net wor k ( FACNET) . Through FACNET, snall businesses have
easier and nore efficient access to Government contracting
opportunities throughout the country. Currently, SBA and
the Defense Logistic Agency’'s Central Contractor Registry
(CCR) dat abase, which are nmandatory snall business registry
sites, wll nerge databases to reduce the redundancy in
registering as of COCctober 31, 2002. (Central Contract
Regi stry, October 2001)

In 1996, the Cinger-Cohen Act was fornmed to provide
the authority for contracting activities to use Sinplified
Acqui sition Procedures (SAP) for all requirenments between
$50,000 and $5 mllion while the Governnent works to fully
i npl ement  Electronic Comerce/ El ectronic Data |nterchange
(EC EDI) . Commercial custoners have always been able to
obtain products and services faster and cheaper than the
Gover nnent . Governnment custoners buying itens priced at
over $2,500 normally wait at |east 45 days to acquire their
purchases. As a result of the Internet, the infrastructure
is available to mrror comercial practices and current
| egi sl ation t hr ough t he d i nger - Cohen Act , whi ch
facilitates that process. To remain current in
t echnol ogi cal devel opnents, the Government nust continue to

partner wth contractors to mintain fluid and dynamc
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pr ocur enent systems while avoiding obsolescence and
provi di ng best value to the Governmnent.

1. Revi ew of Current Procurenent Practices

Chapter |1 described the current procurenment practices
as a nyriad of processes taking in excess of 180 days, or
sonetines years, to procure and deliver products and
services to the end-users. The contracting office spends
costly anmounts of tinme and noney advertising the action and

preparing formal solicitation docunents for each purchase

order generated by the end-user. However, with the advent
of FASA procurenent, offices were permtted to use
streanlined processes through MAC instrunents, whi ch

elimnated the need to advertise and prepare fornal

solicitation docunments for individual requirenents.

As a result, MACs reduced procurenent admnistrative
lead tinmes (PALT). Despite the successes of MACs in
stream i ning procurenent processes as stated in Chapter
11, MACs have been the subject of msuse, as buying
agencies used MACs to avoid conpetition, which negatively
inmpinged on pricing, while marginally neeting socio-
econoni ¢ goal s. The Defense Authorization Act Section 803
threatens to reverse the initiatives of FASA by increasing

the requirenent to conpete all orders over $100,000
dol | ars.
2. Proposed Procurenent Practices

Current Internet technol ogy has proven applications in
the acquisition environnent. However, nost electronic
contracting systens, such as the NASA SEW Il MAC, GSA
Advant age, GSA e-mall, GSA A N.S.WE. R GMC, the DoD EMALL,
and other Internet based MACs have attenpted to autonmate
existing contracting systens rather than create new
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processes and methods for changing the character and nature
of contracting that facilitates conpetition, produces | ower
prices, and neets socio-economc goals. An advanced
el ectronic system can capture inprovenments by using the
authority of a single prime contractor through a properly
structured Single Award Indefinite Delivery/lindefinite
Quantity (SA IDIQ Contract, which wll engage over
207,000 multiple sub-contractors, or vendors as opposed to
a few prinme contractors under a MAC

The operational capabilities of +the system should
i ncl ude the foll ow ng:

. Be easy to use by any Internet user

. Be open for wuse by non-warranted Governnent
ordering officers

. Integrate and expedite Governnment billing, bulk
f undi ng, and ordering and shi ppi ng with
commercially established systens

. Be adapt abl e to mlitary exerci ses and
conti ngency operations

. Be a cradle to grave system that allows the
Governnment to procure goods and services as well
as auction or dispose of old and obsolete

property
. Allow Small and D sadvantaged businesses to use

the system wupload their goods and services, and
interact with the Governnment wthout having to

invest large amounts of capitol in IT related
sol utions

. Make the system transparent to State, Federa
Governnent, International and Comrercial Business
pur chasers

. Easily capture past performance information from
all users of the system while sharing the
information wth other Governnent pur chasi ng
of fices
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. Increase the capability to conduct mar ket
research

. Automatically generate specific Governnent forns
such as a DD350 (procurenent activity report)

. Cont ai n security count er neasur es t hat Wil |
di scourage fraud and prevent wunethical m suse
(Tudor Oral Brief Video, 2001)

3. What |I's An Advanced El ectroni c Systenf

An Advanced Electronic System (AES) is a commercially
desi gned system It allows the Governnent to identify the
requi renents and conduct electronic narket research in
accordance with comercially established practices. A
buyer is able to check over 200,000 vendors through a
single Internet site. Once a product or service 1is
sel ected, the user loads an electronic shopping cart and
f orwar ds it to a prinme vendor who engages the
subcontract or. The process uses a single award indefinite
delivery, indefinite quantity (SA IDIQ contract that
i ncreases conpetition through extensive consideration of
all sources, and reduces procurenent admnistrative |ead
times from nonths to weeks. In addition, the custoner can
use an AES to dispose of Governnent property using an
el ectronic auctioning system that wll sell unusable (but
necessary) equipnent online while returning the revenue
generated from the auction to the custoner. An AES is a
cradle to grave system enabling contracting officers and
ordering officers to procure products and services, and
di spose of obsolete inventory while maintaining fisca
di sci pli ne.

4. Advanced El ectronic System Functionality
Descri ption

The foll ow ng describes the system operati ons.
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a. Requi rements Generation and Market Research

If a systemuser is attenpting to purchase office
supplies and various other itens, the system works in the
followi ng manner. The user activates the purchasing system

and enters a password. The user is presented with a screen

aski ng whether to buy or sell. The user selects ‘buy’ by
clicking with the npuse. The wuser enters a descriptive
word, such as ‘docunent holder’, into the search field.
The system returns a listing of all vendors that sel

docunment holders along with a digital photo of their
products. The system provides additional information such
as information identifying the vendors where all past
purchases have been nmade. The information is presented in
graphics such as bar charts that readily present the
information in an understandabl e and cogent manner. Al ong
with this, all the past performance information on the
vendors is displayed on a sinple one to five rating scale.

This type of information provides a treasure
trove for ordering officers to consider all the potenti al
vendors for any particular product or service. Thi s
capability is substantially beyond all current Governnent
contracting systens. Every vendor registered under the CCR
is accessible in the AES. (Tudor, 2001)

b. Billing and Funding Interoperability

Once the user selects the supplier of the
required supplies or services, the shopping cart is
forwarded to the resource manager. In a few nonents, the
shopping cart returns wth a fund cite (accounting data)
attached. The user forwards the shopping cart to the prine
contractor, who in turn, el ectronically contacts the
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various sub-contractors and delivers the orders to them
In a day or two, the user has the capability to click on
the shipping button to track the orders. After the orders
have arrived and have been inspected, the billing process
begi ns. Wth the AES, vendors are paid electronically in
nmere days rather than the nmultiple nonths current
Governnments systens take. (Tudor, 2001)

C. Past Performance | nformation

After the itens have arrived, the system pronpts
the user to rate the supplier on a sinplistic scale of one
to five on the transaction. This rating information
becones part of the AES database for all other contracting
of ficers, contracting specialists and ordering officers to
review in the future. The advantage of the AES is that all
the information is inmediately available to any potential
user. There is no need to exit the system to find this
type of information. In addition, the information is

readi |y accessi ble at any stage of the purchase process.

If, after the itenms are used, one fails, the user
has the capability to return to the past perfornmance
informati on screen and change the rating froma five to a
two or to any other nunmber less than 5. The system
nodi fies the database so that anyone else using the system
is aware of the problem with the product. The user can
even choose to enter a witten description of the problem
The supplier, of course, can respond in the system to the
rating and comment. However, the rating and coment
remain, along with the contractor’s response, for all to
see. (Tudor, 2001)
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d. Bul k Fundi ng Capability

A variation on the funding process is to allow
users to bulk fund their accounts. This allows the user to
avoid the tinme delay associated with obtaining fund cites.
This is especially useful before the end of the fiscal year
when tinme is of the essence. The system keeps track of the
bul k fund, constantly informng the user as to the status
of funds.

e. Automated Statutory Forns Cenerated DD350,
and Smal | Busi ness |ssues

Each contracting action nust be reported at the
end of the fiscal year. This requirenent takes the typical
base support contracting office two |abor nonths to
conpl ete each year. This report is processed through the
DD 350 form The AES automates the DD 350 reporting
process by using the information generated at the tine of
t he purchase. There is no additional work effort required
of any contracting office. This DD 350 is the nechani sm by
which contracting offices are rated on whether they have

achi eved the small business set aside goals.

There are many snall business issues described in
precedi ng chapters. Al'l of these issues are resolved by
the AES system For exanple, the problem of wusing
particul ar set aside categories (i.e., small disadvantaged,

wonen owned, Hubzone, 8A vendors, etc.) is conpletely

satisfied by the AES cascading set asides. A contracting
officer designates the particular set asides in a
descending priority list. As the purchase of the docunent

hol der is processed, the system automatically reviews the
first designated set aside category. If there are no
vendors available wthin that category to satisfy the
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requi renent, the system searches the next group. In turn

if there are no vendors available in that group, the system

continues through all the categories until it reaches an
unrestricted vendor. (Tudor, 2001)
f. Cont i ngency and Mlitary Exerci se

Functionality

The DoD is fanpbus for conducting the sane
exercise year after year. Under normal  procurenent
systens, a contracting officer begins the contracting
process to support that exercise approximately six to nine
nonths before it begins. Most of the effort is a
repetition of the previous year’s contracting activity.
The AES records the purchases made the previous year and
provides them to the contracting officer. That person in
turn can sinply review the previous year’s purchase, nodify
it, or select a repeat of the purchases. This reduces the
contracting support necessary for a mgjor mlitary exercise

down to nere noments.

Anot her capability of the AES is its potential to
track purchases on a real tinme basis. For exanple, if a
commander is preparing to conduct a contingency operation
he can view all the purchases for support of that
oper ati on. He knows when all the itens have been
purchased, how nuch in aggregate has been spent on the
entire operation, and when the itens wll arrive in his
area of operations. When that operation is conpleted, the
commander can take advantage of the disposal function and
sell all the surplus supply itens. This noney is returned
to the commander’s fund accounts for usage on other

pur chases. This capability wll relieve trenendous
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probl enms associated with termnating actions in an area of
operation. (Tudor, 2001)

g. Procurenent For Services

The AES has the capability to order services from
mul ti ple vendors. The services can be either negotiated or
selected from a pre-defined list of tenplated services.
For exanple, grass cutting at a base can be easily broken
down into square yards with a firm fixed price per yard.
The purchaser then indicates the nunber of square yards to
be cut, the system nultiplies it against the pre-submtted
prices, and the order is placed with the vendor. This type
of comrercially based system orders services far faster
t han any CGovernnent based system (Tudor, 2001)

h. I nventory Tracking

The AES system has inventory tracking ability and
alerts inventory nmanagers to any shortages in the
i nventory. Then, a recommendation is made to the user to
purchase an anount necessary to return the inventory to its
proper |evels. The user has no greater burden other than
to accept the recomrendati on. Since the original purchase
was made through the system there is no search necessary
for the restocking purchase. This allows inventory
restocking to be perfornmed in nere nonents.
C SUMMVARY

This chapter began wth an introduction to the

concepts of business-to-business (B2B), and business-to-
governnent (B2G nmarketplaces and the benefits they provide
to both public and private sector organizations. The
chapter also reviewed the current procurenent practices by
outlining limtations of current processes in conparison to

the benefits a new system could offer. A detailed
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description of the proposed new process foll owed, beginning
with requirenents generation, and ending with inventory

t racki ng.

The intent of this chapter was to famliarize the

reader with the need for this type of system and a

description of the benefits the Governnent will derive from
using the new system It provides a rough outline of how
the system will operate and gives an assessnent of the

current capabilities of industry to provide this service.
The current pr ocur enent process is inefficient and
cunbersone and provides nmarginal benefit to the agencies
using it. In addition, despite the advances in MACs, they
contain weaknesses. As a result, a SA IDIQ wth a
commercialized procurenent system can inprove upon the
weaknesses of MACs, while strengthening acquisition reform

Since this system is theoretical, no data can be
extracted to conduct a Net Present Value Analysis, Cost
Benefit Analysis or Cost Benefit Evaluation. I nst ead,
Chapter V provides an econom ¢ analysis that conpares both
the behavior of vendors, herein referred to as firns
selling within a MAC, and the Advanced Electronic System
The discussion will result in a better understanding of the
procurenent environnment that favorably or unfavorably
i nfluences conpetition and pricing while neeting socio-
econom ¢ goal s.
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V. ECONOM C | MPACT COMPARI NG BOTH MACS AND THE
ADVANCE ELECTRONI C SYSTEM

A COVPARI NG PROCUREMENT PROCESSES THROUGH MACS AND THE

ADVANCED ELECTRONI C SYSTEM

NASA Scientific Engineering
Wor kst ati on Procurenent MAC

6+ nonths to
establish
Mul ti pl e- Award
Cont r act

v

3

KO creates a

Del i very O der
citing the NASA
SEWP Contract and
pri ne vendor info

KO sends the
del i very order
to the NASA SEWP
Contracting

Ofice
v

SEWP Prine NASA SEWP O fi ce
Vendor processes and
processes forwards the

t he order order to

and delivers appropriate

t he prime vendor
eaui nment

Advance El ectronic System
SAIDIQ

6+ MONTHS TO ESTABLI SH SA
I D/ I Q <5YRS TO ESTABLI SH
270, 786 VENDOR DATABASE

v

System generates a task
or delivery order using
e-commerce web tools and
engages sub-venders

v

Syst em engages resource
manager for funding

v

v

Sub-contractor delivers product
or conpl etes work. KO engages
system acknow edges recei pt
enters PPl and sends funding

4 via el ectronic transfer
SEWP vendor
i nvoi ces the agency
or contractor 6
Fi gure 5. Conparative Chart of the MAC and the

Advanced El ectronic System
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Both the MAC and AES are ID1Q contracts that are
structured to sinplify the purchasing process to acquire
commerci al -of f-the-shel f, non-devel opnent al products and
services that are frequently in demand. The nmj or
di fferences between the two systens are sinple. MACs have
multiple prinme vendors with the opportunity to sell to the
Government on an indefinite quantity and or indefinite
delivery basis. The AES is a SA IDIQ that allows one
prime vendor to engage 273,786 sub-contractors in providing
supplies and services on behalf of the Governnment through
an e-commerce system The AES is a commercial e-comrerce
system resenbling e-Bay, amazon.com or Ubid.com that can
operate in a B2G or B2B environnent.

Figure 5 of this chapter denonstrates the procurenent
stages of both the MAC and AES. (NASA's Scientific and
Engi neering Workstation Procurenent |11 GAMC was chosen to
represent the procurenent stages within a MAC) The SEWP
Il was one of the few MACs that NASA audited in fiscal year

2000 and that excelled under its scrutiny with no negative

findings. The new SEWP II1 was awarded in July 30, 2001 to
twel ve prime vendor s who Wil | provi de comput er
wor kst at i ons, servers, and a vari ety of support
peri pheral s. SEWP I1l is valued at four billion dollars
over a five-year period. Each vendor is expected to

deliver orders to the end user within thirty days of an
established delivery order. The AES will be awarded for
fifteen years, wth the potential of achieving a major
share of the Governnment’s 200 billion dollar market wthin
five years. Both contracting instrunents will initially
take at least six nonths to establish in order to neet the

requi renents  of full and open conpetition. Once
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establ i shed, Governnent end users will be able to procure
products in Jless than thirty days. Each contract
instrument serves to streamine procurenent processes for
Gover nirent buyi ng agenci es, but vendors will behave
differently under each contract; and their distinctive
effects on conpetition, pricing and socio-econom c issues
will influence the CGovernnent’s ability to achieve best-

val ue procurenents.
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Advanced Electronic
System

[ [#]

'

Single Prime vendor
provide an
E-COMIMEene system
that engages
sub-vendors through
B2G solutions

Vendors under the AES will behave
perfectly competitive as long as firms
perceive that selling to the Government
produces excess profits

Fi gure 6. Advanced El ectronic System

B. AES VENDOR BEHAVI OR

Firmse will produce the |evel of output where marginal
cost (MC) equals marginal revenue (M. Firms will always
| ook to maximze profits. Firms are constantly searching

for ways to generate revenue to cover fixed and variable
costs. Mre and nore firnms are discovering that selling to
the Governnment is appealing. During a recent small
business briefing by GSA the researcher spoke wth
numer ous busi nesses whose commercial affairs were suffering
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from the current econom c slowdown. Over fifteen firns
were new to CGovernnment procurenment and were attenpting to
becone certified as an 8(a), Hubzone, or snal |

di sadvant aged busi ness. As a result, many firns perceive
an opportunity to share in profits resulting from
Gover nnment spendi ng.

Firmse selling to the Governnent using the Advanced
Electronic System resenble regular conpetitive firns.
Buyers and sellers, i.e., Government contracting officers
and firns, are well inforned about the products or services
sol d. No barriers exist to entering the Governnment market
and all 207,500 vendors within the CCR database w |l have

full access. Firms under an AES producing identical
products will have an opportunity to have their products
considered by the Governnent. Contracting officers wll be

able to fairly consider price and cost, at a mninmm
before choosing a vendor. In conparison, the SEW 111
contract will be awarded to only twelve firns. This is a
fairly normal nunber for GMCS, but it clearly falls far
short of the large nunber of firns available to the

contracting officer under the AES.

Since there are nmany firns in the industry, no one
firm will significantly affect market price, particularly
with comercial-off-the-shelf itenms (COTs). This can be
denonstrated with M MR is the change in total revenue
and total revenue is price times a firmis output (P X Q).
As q increases, P decreases. Therefore, the inpact of any
one firm on market price wll depend on the firms
inportance to the industry. Suppose market demand is given
by P= 55,000-Q 10. Industry output is 50,000, and industry
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price is $50,000. If total industry output is divided
equally among all firnms in the industry, and one firm
doubl es output, the inpact on market price depends on the
nunber of firms in the marketplace. This is illustrated in
the table below. Since the AES will have sufficient firns
within its purchasing system MR does not have to consider
any change in P. Therefore, firnms can sell as nuch as they
like at the current nmarket price.

Industry Output= (50000 Industry price=|50000
# of Industry Firms|Output/Firm |Q if 1 Firm Doubles Output [Industyr Pric§ Change in Price
1 50000 100000 45000.00 5000.00
2 25000 75000 47500.00 2500.00
12 4166.67 54167 49583.33 416.67
1000 50 50050 49995.00 5.00
2600 19.23 50019.23 49998.08 1.92
3000 16.67 50017 49998.33 1.67
10000 5 50005.00 49999.50 0.50
Tabl e 6. Firmis Inpact on Price.
Firms under nost IDDIQ® are Firm Fixed Price
agreenents that will not allow price increases. Despite

the contractual constraints, firnms have no incentive under
the AES to raise prices. Contracting officers and other
buying authorities are required to be well infornmed of a
firms products as there are many other choices. Under the
SEWP |1l OGMC, only twelve firnms sell |IT solutions to the
Gover nnent . Under the AES, there can be as many as 2600+
[T firmns. As illustrated in the aforenentioned table, one
unit of increase for each firm wll affect industry price
by only $1.92. Most firms, when conpeting for Governnent
contracts, wll price their products below comrerci al

prices assumng that they are producing where M:=MR
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Therefore, there is no incentive to raise or |ower prices.
Furthernore, unlike other electronic procurenent systens,
AES is a hybrid system since the prime vendor is allowed to
sell B2B, which will draw nore consuners, who can purchase
at Gover nnent - conpeted prices.

1. Short Run Behavi or

Supply and demand will drive the market. Firms are
assunmed to be price takers since their influence on price
is small. Li ke nost comercial firnms, they are profit
maxi m zers. In other words, profit maximzing firns wll
produce where P=MR=MC. When profits (m are greater than
zero, firmse will continue to enter the industry as they
expect to receive a share of those profits. Since the only

requi renent under AES is to register under CCR, firnms wll

willingly enter the industry.

Contracting officers are looking for best - val ue
pricing, or a price that wll offer the best performng
product or service. It is inportant that the AES assist in

mar ket research and pricing analysis as indicated in

Chapter 111 so that current dollars can be spent w sely.

Wiy is this inportant? The nost efficient firns are
profitable firms whereas the |east profitable firns are
| ess efficient. Wen a contracting officer submts a
request for a quote or proposal (RFQ and RFP), a well
informed request will cause firns to perform produce and
enter the industry where MR=MC if mw© > O. Since firnms are
not required to provide the CGovernnent certified cost or
pricing data under an IDI1Q contract, it will be difficult
for the Governnent to detect if Governnent expenditures are
bei ng spent on inefficiencies. Mar ket research and price

analysis wll be a crucial feature in short-run
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procurenents, and Governnent Buying Agencies will have to
depend on the narket place, i.e., AES, to weed out
i nefficient producers. An IT firmis behavior is described

in the foll ow ng nodel:

. First, identify the firms MC curve. MC is the
rate of change (i.e., derivative) of Total Cost
(TC with respect to q. TC= Average Total Cost*
a firms out put (ATC* Q). Thus, ATC=
350/ q+500+10g=> TC= 350+500qg+10g®=> MC=500+20q

. The producer’s price is P= 300+2Qs (Qd represents
the Government’s demand and Q represents the
producer’s output). The Governnment’s price is P=
2100- Cd. I ndustry price and output occur where
the industry supply and demand curves intersect.
Therefore, set producer’s price and Governnment’s
price equal. 2100- d=300+2Qs => 1800=3Q=> =600,
P= $1500

. Individual firnms will operate where P=MC within
AES. Thus, given P and the firms M
1500=500+20g=> 1000=209=> =50

. Profits are the difference between Total Revenue
and Total Cost wn=TR-TC => n= (P-ATC)g. From ATC

in the nodel, when =50, ATC = $1007. Thus, 1=
(1500-1007)50 = $24, 650. Since n>0, firms wll
continue to enter the Governnment industry.
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Short run Supply
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Short Run Supply Mdel for 12 Firns.

Figure 7.
2. Long Run Behavi or
The AES wunder current contractual agreenents wl|

operate for at l|least fifteen years with four option years.

The foll owi ng nodel

. As firms enter the system excess profits
$24,650 wll fall as supply increases. In

equilibrium mn=0. w=(P-ATC)q => (618-618)*6 =0
. Wen & = @, firms maximze =wn, and =n=0, the
industry is in long run equilibrium
As firms maximze P=ATC=MC at the breakeven point,
Long run

denonstrates | ong run behavi or:
of

350/ q+500+10q=500+20g=> q= 5.92, P=$618, Qd=1482.

equi | i brium can support 247 firnmns.
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Fi gure 8. Long Run Equilibrium
As nment i oned previ ously, firms percei ve t hat
Government purchasing provides excess profits. However,

the opposite is true. No excess profits exist. Governnent
buyers will purchase comercial or non-devel opnental itens
in larger quantities from fewer firnms and those non-
producing firnms will quickly exit the Governnent market and
re-enter the comrercial market or sinply go out of
busi ness. Therefore, the frequent entry of newer firnms and

the exiting of non-performng firms will occur. There are
currently nore smaller firnms entering the Government market
than larger firnms; therefore, long run equilibrium wll
affect small Dbusinesses the nost. To date, 184,334 snall
busi nesses are selling products and services to the
Gover nnent . This accounts for over 89% of Governnent
procurenents. This nunber is expected to increase. (Pro-

net Hel pdesk, 2002) Many firnms, nostly small business
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firms, look to Governnent procurenents to offset their
inability to maintain profitability in the comercial

i ndustry as a result of the recession.

Small firms, through SBA, designate thenselves as
8(a), Hubzone, or small disadvantaged busi nesses to conpete
for procurenents of <$100,000 that are set aside for snal
business by law. (Far Part 19.5) As 184,000 snall business
firmse conpete for a limted pool of set asides they wll
qui ckly conpete away the profits produced by these set
asides. Profits will decrease to zero and small firnms wll
exit the Governnment industry.

As a result of perfectly conpetitive behavior, firns
producing for the Governnent wthin the AES neet the
criteria for technical efficiency. Thus, for firnms to stay
in business, they must control costs to produce or provide
t hose products and services. Those firns that control cost
wll remain and provide the best value in the long run. As
noted in Chapter |I1l, contracting officers from DoD and
NASA injected barriers that prevented the Governnent from
experiencing optimal production through unprecedented sol e-
source task and delivery orders. The contracting officer’s
behavior in this instance restricted input markets and
prices, which prevented the market from adjusting properly.
An AES will benefit the Governnent by not restricting input
markets and input prices from adjusting, while allow ng
Government buyers to meximze utility and allow ng output
prices to adjust. An AES can produce efficient output,
allowing contracting officers to make best value decisions
as the systempermts perfectly conpetitive behavior.
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C. MAC BEHAVI OR

NASA SEWP Il

Govemment
(Confracting Officers)
5000 Delivery Orders

=== v s e B | 1 Sei.federa.
Sl ... - comPaa.
— @ 'gi"é T Y
gtai - UNiSYS 5 S—
12 Prime Vendors provided an
Single—awam average of
— Muliple-awards $30 million in IT egquipment

rime vendors under This scenario are Tew in
number who produce several similiar
products and will behave as oligopolies.

Fi gure 9. NASA SEWP |11 MAC.

1. Gane Theory

Wthin a nultiple award environment, only a few firns
produce many slightly different products. Firms wthin
MACs will behave as oligopolies. Like firns within perfect
conpetition and nonopolies, they too want to nmaxim ze
profits and wll produce where ME=MR So, what is the
di fference? This is the only nodel in which strategic
interactions are crucial. MAC firns are few in nunber and
they will affect the MR curve. They have all conpeted and
have been awarded the opportunity for further task and/or
delivery orders from Governnent buyers. As nenbers of an
oligopoly, firms can nonitor a conpetitor’s actions and
determ ne whose actions increased or decreased prices
within the market. Since strategic interactions are

i nvolved between firns, no one nodel exists that can
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capture all behavior. In fact, to graph MR would be
difficult. One of the nobst popular ways to understand firm
interactions is through Gane Theory. Game Theory is the
theory of optiml decision nmaking with two or nore decision
maker s. In the case of the NASA SEW 11l MAC, there are
twel ve independent decision mekers, all wth conflicting
obj ecti ves. Ganme Theory assunes that each decision naker
is rational and seeking to maxim ze his outcone. Each side
has a decision variable it controls, but the outcone of the
deci sion making effort depends on the choices made by all
sides. The objectives of the opposing sides are considered
to be strictly conflicting in that a gain for one side nust
lead to a loss for the other. Two of the nmany gane
strategies within Gane Theory are MAXM N or M NMVAX Thi s
is normally seen when firnms bid or submt proposals for
awar ds. Ganme Theory is also useful in studying

interactions between firms to win task or delivery orders.

Firme will respond to the actions of their conpetitors by
deciding whether to adverti se, | ower prices, of f er
di scounts and rebates, etc., to win a share of the

Government’s dollar. For exanpl e:

. Firm A and Firm B are two of ten firns awarded a
GMC, but Firms A and B have yet to win a task
order under the award. Firme A and B rnust raise
awar eness of their product or service to achieve
needed revenue for the firm however, the firms

will attenpt to raise awareness only if it is
advantageous to do so. Both firms are
i ndependent and assumed rational in their
t hi nki ng. Each firms objective conflicts wth

the objective of the other firm Assune Firm A
has decided on price and is deciding whether to

adverti se. Its decision wll depend on the
effects on sales. Assume Firm B deci des whet her
to lower prices. Its decision will depend on the
effects on profits. There is very little
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di fference bet ween each firms products;
therefore, sone aggressive actions nust be taken
to wn future task orders.

FIRM B
Lower Prices Prices Remain
FIRM A Advertise 2 MAXMIN
Don't Advertise 1
2 4 MINMAX
Fi gure 10. Game Theory MAXM N, M NVAX

The nost commonly assunmed strategies are NMAXM N
and M NMAX

Wth MAXMN, a firm maxim zes the m ninum payoff
it gets, that is, the payoff when the other firm
acts to give the first firmits worst outcone.

Wth MNVAX, a firm attenpts to mnimze its
opponent’s maxi num payoff while 1its opponent
attenpts to maxi mze his own payoff.

Firm A picks course of action 2 that maxim zes

its mninmm possible payoff. In other words,
Firm A is pessimstic because it assunes that
what ever action it takes, Firm B will take the

action that gives Firm A the |owest possible
payof f .

Firm B, choosing M NVAX, picks course of action 2
that mnimzes Firm A's maxi num possi bl e payoff.
Firm B is optimstic because it assunes that
what ever action it takes Firm A wll take the
action that gives Firm B the highest possible
payof f .

When MAXM N and M NMAX are equal there is a
saddle point or pure optimal solution that
optimzes the best use of both firns resources
i ndi cated by 2.
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. Firm A's optimal strategy will be to advertise as

it wll gain the nost with mniml inpact to
resour ces
. FirmB s optimal strategy will be to |ower prices

as it stands to lose the |east by avoiding doing
not hi ng at all

The nodel in Figure 10 is a sinplistic display of how
firmse interact with each other within a MAC environnent.
Firmse nmay al so assune that their conpetitors would continue
doi ng what they were doing despite their actions, as in the
Cour not-Nash theory. Nash is the wi nner of the Nobel Prize
in Economic Science portrayed in the novie “A Beautiful
M nd”. As a result of different assunptions, oligopoly
nodel s may arrive at different long run equilibrium prices.
KOs, as they generate requirenents for procurenents, should
be aware of how firnms behave so as to apply appropriate
business practices that wll offer firns incentives to
produce, price and perform nost advantageously for the
Gover nnent .

2. MAC Sol e- Source Task and Delivery Oders Produce
Monopol i sti c Behavi or

The Governnment, through its contracting officers, has
the ability to influence a firms behavior within a buying
rel ati onshi p. As discussed in Chapter 111, contracting
officers use their influence and broad discretion to select
sol e-source task and delivery orders within DoD and NASA
DoD sol e-sourced 62% of its task orders while NASA sol e-
sourced 46% wthout denonstrating sone type of price
awareness to determne fair and reasonable pricing. As a
result, firms no longer mmc oligopolies; firnms behave
i ke nonopolies. However, firnms' behavior in a sol e-source
task or delivery order environnent do not necessarily

resenble strict nonopolies. Here is why. First, sole-
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source firnms under MAC task or delivery orders can not
charge the highest price the nmarket wll bear. In fact,
MACs prohibit firms fromraising prices, but allow firnms to

| ower prices.

Second, under MACs the KO still has a choice to buy
from ot her MAC awardees despite the fact that the KO chose
in many cases not to. In a true nonopoly the KO has no
choice for there is only one firm therefore, the KO
beconmes a price taker. However, as a result of a task or
delivery order the KO remains the price setter. The KO set
the price ceiling during the source selection process prior
to awardi ng the MAC In the case of the NASA SEW |11 NMAC
there are twelve awardees; therefore, entry into and exit
from the industry as a result of sole-source task or
delivery orders are not necessarily bl ocked. In fact, the
sol e-source firmis well aware of the other eleven and wl|l
be obliged to lower prices, deliver tinely products and
services, and perform above and beyond expectation to

maintain its sole-source relationship with the KO

Finally, KOs nmust remain aware that sole-source task
or delivery orders do not save Government resources. That
is, sole-source firms will marginally |lower prices only to
mai ntain a sol e-source relationship. The sol e-source price
will be higher than conpetitive quotes from the other
eleven firnms; therefore, the savings resulting from the
di fference bet ween t he sol e-source price and t he
conpetitive price will never be realized by the Governnent.
KOs are not only charged with buying on behalf of the
Gover nnent but also are also charged wth freeing
Governnent resources that can be used el sewhere to mnimze
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public expenditures. As a result of poor spending
practices reported by the DoD IG and NASA I G over $320

mllion is no |longer available to be used el sewhere.

The sanme behavior can be seen through contract
bundling of nultiple award 1D/ 1Q, which increased 19%
during the last ten years. GAO in its Septenber 1998 audit
mai ntained that there is not enough evidence to suggest
that bundling is a problem while SBA clained an annual

loss to small business of $13 billion dollars per year from
bundl i ng. Somewhere between O and $13 billion lies the
truth. Regardl ess, the AES wll mnimze SBA s concerns

over the unintended consequences of bundled contracts as
bundling is wvirtually nonexistent wthin AES Smal |
business firnms wll have the same opportunities as |arger
firmse without having to wait for larger firms to share
Government busi ness through sub-contracts and mnanage the
cost burden of conpeting and rmaking large capital
investnments just to enter a Governnment system with no
guar antee of award. Instead, the AES encourages smaller
firmse to optimze resources to conpete along side other
firms for position based on nerits and capabilities.
D. SUMVARY

Chapter V discussed the behavior of firms within the
mul tiple-award environnent and the Advanced Electronic
System Firmse are influenced to behave conpetitively
within the AES, while firns responded as oligopolies under
properly executed MACs, and somewhat nonopolistically when
awarded on a sole-source task order basis. Furt her
di scussion revealed that the AES net the criteria for
technical efficiency as firms behaved perfectly conpetitive
and produced where MC=MR. Lastly, properly structuring
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contractual agreenents to give firnse an incentive to
produce the desired output is key to best value sel ections.
When KOs use inproper business practices, firns have the
incentive to charge only those prices to namintain sole-
source relationships wth marginal outputs as denonstrated
with sol e-source MAC task and delivery orders. Chapter V
denonstrates that the AES has the greatest potential for
achieving the appropriate levels of conpetition and pricing
whi | e neeting soci o-econom ¢ goal s.
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VI . CONCLUSI ON AND RECOMVENDATI ONS

A CONCLUSI ON

As addressed in Chapters | and 1IIl, procurenent
procedures were described as lengthy, inefficient and
highly regulated, thereby preventing the end wuser from
receiving tinmely products or services that perform to end
user standards. Al so, Chapters | and 1l defined and
di scussed the advent of FASA and other policies to inprove
Gover nnment busi ness practices resulting in the devel opnent
of streamlined contract instrunments and procedures. MACs
and GMCs are the products of post 1994 |egislation that
qui ckly gained popularity across all Government buying
agencies allowing contracting officers to streanline
procurenment processes from years to under a nmonth for
commercial, comercial off-the-shelf and non-devel opnent al
products and services. However, buying agencies used these
streanmlined procedures to not only reduce procurenent
adm nistrative lead tines, but to circunvent conpetitive
practices, which negatively affected snall busi ness
concerns, pricing and conpetition. The consequences of
this nonconpetitive behavior resulted in Congress directing
DoD, the Federal Governnent’s $200 billion buyer, to issue
a final ruling on inplenenting Section 803 of the Nationa
Def ense Authorization Act for Fiscal Year 2002 on Cctober
25, 2002 to all DoD agencies. (See 67 Fed. Reg. 65505)

The rule reverses contracting officer’s br oad
discretion to fairly consider all MAC or GMC awardees
prior to issuing a task or delivery order. In fact, the

rule requires contracting officers to receive at |east
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three offers for task orders greater than $100,000. (News
Brief no. 02-10-2, 2002) In fiscal year 2001, MACs
generated revenue of over $60 billion. Consequently, if
the mninum requirenent is not net, the burden on the
Governnent could increase to 600,000 nore contract actions,
whi ch wil | i ncrease cost s, i ncrease procur ement
adm nistrative l|ead times, over burden an aging and
declining acquisition workforce, and produce higher prices
for the Governnment. (Denbeck, 2002)

If the Federal acquisition system is to mrror
commercial practices and enbrace reform as not just another
blinking word, it nust re-engineer procurenment processes
that allow the public dollar to flow freely within the

Gover nment  Mar ket pl ace. AES is the operational tool that
can addr ess a strategic change in re- engi neering
procur enment . As analyzed in Chapter IV and V, AES

introduces a less regulated business alternative that wl|
allow the Public’'s dollar to flow nore freely within the
mar ket pl ace while preventing nuch of the negative
i nfluences of <contract bundling and sole-source awards
while optimzing the Governnent expenditures. Despite the
potential for procurement re-engineering, AES will be short
lived if it does not identify a “Chanpion” to mnimze the
threat of political stakeholders who oppose and my
threaten the survivability and progress of AES. Pot ent i al
opposi ng stakeholders include GSA, whose FSS system is
subject to Defense Authorization Bill Section 803, and
Ofice of the Secretary of the Navy Research, Devel opnent &
Acqui sition, whose SEAPORT systemis one of many eMalls and
DRMO oper ati ons.
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St akehol ders that will gain the nost from the AES are
the major mlitary buying commands within DoD who are the
requi renent generators and users of the products, and SBA
who has often voiced dissatisfaction wth Feder al
procurenent practices as nentioned in previous chapters.
As denonstrated by the life cycle nodel on Figure 12, the
benefits of AES can beconme easily clouded anong the
pl ethora of current electronic systens. To overcone this
dil emma, a Chanpion nust support the system (Haga, 2001)

The Chanpion, i.e., the person with the greatest mx of
power, whether political or intellectual, mnust |everage
t hat power to mnimze the negative inpacts from

st akehol ders with conflicting objectives while selling the
benefits of this systemto those who need it. |In addition,
AES nust be supported by a robust marketing plan that wl|
target innovators, such as SBA and the major mlitary

buyi ng conmands who stand to gain fromthis system

Market Market Market Sales

Infrodiice Growth Matuiritv Decline

Advanced Procurenent
System

GSA Advant age

St andard Procur enent
System

Advanced Procurenent Sys GSA Answer
Di sposal Reutilization 60 GWACs
Managenent O fice DoD eMal |

Navy SEAPORT

Gt hers

/\
>
Fi gure 11. Life Cycle Mdel Relative to O her Systens.
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B. RECOMVENDATI ONS

The key to mnimzing the risk of stakeholders wth
conflicting objectives is to rely heavily on inplenentation
of a robust Marketing Plan, which can be effectively
achi eved through Marketing Managenent. The Program manager
or Contracting O ficer Technical Representative (COTR) w |l
benefit fromthe follow ng actions:

. Verify the Naval Postgraduates School’s strategic
direction and inplenent a Mrketing Plan that
supports it

. Establish a Marketing Managenent Team through the
Naval Postgraduate School Resources. Team shoul d
i ncl ude Strategic Managenent and Mar ket i ng
Prof essors for oversight.

. Reexam ne and validate a previous marketing plan
authored by MBA students as a guide for future
mar ket i ng requiremnments

. Establish an integrated product team (1 PT)
through the MBA program to perform a Business
Case Analysis that will capture and establish the
proper netrics and account for the Total
Ownership Cost (TOC) of the program The team
shoul d i ncl ude:

. Fi nanci al Expertise

. I nformati on Technol ogy Expertise

. Strat egi c Managenent Expertise

. Contracting and Contract Law Expertise

. Maj or MIlitary Buying Conmand | nput

. Gain product creditability and began involving
political stakeholders early through the use
pr of essi onal publications targeting innovators
such as SBA and their political advocates as well
as major mlitary buying conmands:

. Articles in pr of essi onal acqui sition
magazi nes
. Nat i onal Contract Managenent Agency
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. Gover nment publications

. Pr of essi onal Conferences

. Naval Postgraduate School Wbsite

. I nternati onal Magazi ne

. Direct contact with users

. Institute for Supply Chai n Managenent

Quickly identify a “Chanpion” for the program and
establish advocacy early. Candi dates are Senators or
Representatives of SBA over site commttees, Senators and
Representatives of the Prime vendor responsible for
creating AES.

C SUMMARY AND REVI EW OF RESEARCH QUESTI ONS

1. Primary Research Question

. What are the current acquisition problens and
i ssues associ at ed with current pr ocur enent
practices of MAC instrunments to neet t he
requi renents of conpetition provide best value
prices and neet socio-econonic goals? To what
extent can an advanced electronic system inprove
on those procurenent problens and issues?

Chapters | and Il explicitly reinforced the fact that
t he pr esent pr ocur enent practices for commer ci al
commercial off the shelf, and non-devel opnental products
and services take too long to procure and deliver to the
end user. The contracting office spends costly anounts of
time advertising the action and preparing fornal
solicitation docunents for each purchase order generated by
t he end-user. This translates to higher admnistrative

costs, higher prices and at tines marginal perfornmance.

The AES is a commercial system with Governnent unique
features with ease of use simlar to Amazon.com ebay.com

Ubi d. com etc. The system engages a SA IDI1Q contract
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allowing the Prime vendor to interface with suppliers for a
fee for service. As a result, the Government receives its
goods or service in less than thirty days. In addition,
the system allows the wuser to dispose of Governnent
property through an auction function that not only reduces
overhead and inventory cost for the Governnent, it allows
the Governnment user’s activity to retain revenue from the
sal e. AES is a cradle to grave system that allows buying
agencies to maintain fiscal discipline while producing best
val ue procurenents.

2. Secondary Research Questions

. Wiy have Governnent-wi de Acquisition Contracts
(Type of MAC or GMC) becone the procurenent tool
of choice for a plethora of Governnent agencies?

Since FASA was passed in 1994, MACs have generated
over $60 billion in revenue. MACs’' popularity derives from
the fact that full and open conpetition is no |onger
required for multiple awardees as long as task and or
delivery orders fairly <consider all awardees w thout
prej udi ce. Current standards for delivering products and
services to the end wuser is less that thirty days as
indicated in Chapter V by NASA SEW |1l standards. MACs
have becone popular because they reduce the burden of
adm ni stration by bundl i ng requi renents for buyi ng
agencies, which has led to great controversy within the
| egi slative branch and Small Business Advocacy G oups. As
a result, nore regulations under Defense Authorization Bil
Section 803 have i nposed addi ti onal conpetition
requirenents. Lastly, Buying Agencies offering MACs to
other Federal Buying Agencies are retaining fees for
services to manage task or delivery orders for prospective

users.
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. Wiy has the msuse of these GMCs becone a
political target for Congress and the Smal
Busi ness Adm ni stration (SBA)?

Buyi ng Agencies have used MACs not only to streaniine
full and open conpetition, but also to avoid conpetition

Uni nt ended consequences have resulted. As described in
Chapter 111, the DoD I G discovered that 72% of task orders
were inappropriately sole-sourced. The NASA |G contended

wth 49% of its task orders, wth a total dollar value of
over $320 mllion, not follow appropriate procedures.
Agencies within DoD and NASA did not perform any market or
price analyses to justify the costs, and as a result, the
Government did not benefit from the potential savings of

t he purchases.

Lastly, the advent of contract bundling has caused
uproar within SBA and small business advocacy groups (even
t hough the GAO contends, in a 1998 report on MACs, that the
Federal Governnent has nmintained its socio-econom c goals
and that there is no supporting evidence that bundling has
caused any negative affects on snmall businesses as whole).
The SBA insists that for every 100 bundl ed contracts, snall
business lose 60. As a result, small business has |ost $13
billion a year in revenue. Wth small businesses being
over 179,000 out of 207,000 of the Government’s supplier
base, the lack of conpetition and the discrimnating
affects of bundling have rai sed congressional concerns over
the Governnent’s dw ndling industrial base.

. What advant ages/ sol uti ons can an advanced
el ectronic system bri ng to t he current
procurenent system and Acquisition Refornf

Vendors are required to register with the Centra

Contracting Registry to sell to the Governnent particularly
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DoD. An  AES wusing the CCR data, results in smal
busi nesses not having to nmake large investnents in capito
or IT infrastructure. In conparison, MACs typically cost
vendors as much as $200,000 just to formally respond to a

solicitation, which will not guarantee an awarded contract.

As indicated in the Chapter V, each of these systens
will cause different econom c behavior. Under AES, vendors
Wil | behave perfectly conpetitive, thereby allow ng
gquantities of supplies and services to be procured
efficiently. Sol e-source MACs behave |ike nonopolies. As
a result, MACs have becone over regulated. MAC vendors set
prices as high as the market wll allow while the
Governnent deprives itself of any savings associated with
conpetitive behavior. AES allows the dollar to flow freely
as if it is operating in a comercial market place. As a
result, the mass entry of vendors through the CCR creates
an incentive to control cost, which allows efficient firns
to remain and inefficient firnmse to exit the system The
Government benefits from conpetition through |ower prices,
bundl i ng becones unnecessary, full and open conpetition is
satisfied, and best value decisions becone the norm and not
t he excepti on.

D. RECOMVENDATI ONS FOR FURTHER RESEARCH

This exploratory study has only begun to uncover the
grow ng body of know edge on E-commerce and the potentia
of the Internet to facilitate Governnent acqui sition.
| mportant areas for further research are:

. Legal issues for internet procurenent for the
Gover nnent
. Fi nanci al nodel s supporting ef ficient E-

Gover nnent procur enment
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Security for E- Gover nnent surroundi ng
aut hentication and el ectroni c signatures.

Accountability and reporting issues concerning
t he AES

Anal ysis of the effectiveness concerning the NPS
research contract
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APPENDI X A. LETTER FROM OMVB

Appendix I

Comments From the Office of Management
and Budget

EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

OFFICE OF FEDERAL
PROCUREMENT POLICY

September 15, 1998

Mr. David E. Cooper
Associate Director

Defense Acquisitions Issues
General Accounting Office
Washington, DC 20548

Dear Mr. Cooper:

I have been asked to respond on the Director’s behalf to your August 14, 1998 request for
OMB comment on your draft report on multiple award contracts (MACs). We appreciate the
opportunity to review this report. MACs represent one of the most promising vehicles of
acquisition reform and are being used to satisfy a growing number of agency needs. My office is
firmly committed to ensuring that agenc:les make effective use of the many benefits offered by
these vehicles -- especially the ongoing streamlined cc I-style competition possible under
these contracts and the mnovatwn and value that competition induces.

MACs have become a key agency buying tool for a variety of reasons. As your report
explains, MACs generate competitive pressure within the vehicle through a process where
contract holders are given a fair opportunity to be considered for specific requirements through
streamlined ordering processes. This competitive pressure brings about better prices, higher
quality, and more timely delivery of goods and services. By giving agencies access to multiple
qualified contractors, MACs enable ies to take ad ge of ad in technology and
changes in agency priorities in a more cost-effective and timely manner. MACs also offer
agencles the opportunity to exercise leverage increase operational efficiency and reduce

i ive costs by lidati . We cannot overemphasize how critical these

8 Teq!

benefits are to g in an envi of limited resources. We hope readers of this
report will appreciate tlus point.

Since the codification of the MAC authority by the Federal Acquisition Streamlining Act,
OFPP has actively promoted their eﬂ‘ectlve use. We are em:ouraged that agencies are taking steps
on their own to improve their pi - ng attention to the amount of
competition obtained for orders awarded under these vehlcles To reinforce this result, the Acting
Deputy Director for Management of OMB, in an April 21, 1998 memorandum, requested that the
President’s Management Council assist in ending the practice of designating a preferred source.
At the same time, my office requested that the Federal Acquisition Regulatory Council initiate a
case to prohibit agencies from using this practice.

Page 19 GAO/NSIAD-98-215 Acquisition Reform
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Comments From the Office of Management
and Budget

‘While we do not have specific comments on your report at this time, you should note that
we view the efforts taken to date (including those identified in your report) as first steps in an
ongoing process of continual improvement in using MACs (both intra- and inter-agency) to help
the government meet its mission in a timely and effective manner. We will expect agencies to
make effective usage of all single, multi-agency, and gover ide MACs (including those
not addressed in your report) a top priority and are actively exploring additional ways to stimulate
their strategic use.

We would welcome the opportunity to meet with you and discuss these issues further.
Thank you again for allowing us to comment on this important subject.

1
Sincerely.

(e

Deidre A. Lee
Administrator

Page 20 GAO/NSIAD-98-215 Acquisition Reform
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APPENDI X B. LETTER FROM DGD

Appendix III

Comments From the Department of Defense

Note: GAQ's comment
supplementing those in
the report text appear at
the end of this appendix.

OFFICE OF THE UNDER SECRETARY OF DEFENSE

3000 DEFENSE PENTAGON
WASHINGTON, DC 20301:3000

ACQUISITION AND 17 SEP 1938,

TECHNOL

Mr. David E. Cooper

Associate Director

Defense Acquisition Issues

National Security and International Affairs Division
U.S. General Accounting Office

Washington, DC 20548

Dear Mr. Cooper:

Thank you for the opportunity to comment on the GAO draft report “Acquisition Reform:
Multiple Award Contracting at Six Agencies.” The report looked at the Department's
management and administration of muitiple award indefinite delivery indefinite quantity (IDIQ)
contracts. To the extent that such vehicles may not promote competition and/or may adversely
impact small business opportunities we agree that vigilance and continuous review is important.
The report further states that the Department's activity fee structures are not being monitored
and adjusted according to costs incurred, therefore, creating the potential for profit.

Overall, we believe that the Department's implementation of the multiple award
provisions under Federal Acquisition Streamlining Act (FASA) has been within the letter and
spirit of the Act. We believe that the procedures for use of the IDIQ contract allow the ordering
offices to make sound business decisions based upon needs at the time the order is issued.
However, each of the Department’s activities visited is reviewing its current procedures and
implementing new guidelines if needed to assure that each awardee has a fair opportunity to
compete for task orders. Any practice of designating preferred customers is prohibited.

From the small business participation perspective, we believe the conclusion that overall
small business participation in federal contracts increased, as a result of multiple award
contracts, may be misleading. There are a number of other provisions under FASA, such as
the increase in the simplified acquisition threshold, the preference for commercial items where
appropriate, and the increased efficiency in evaluating proposals, that have all contributed to
increased small business opportunities. In addition, to fully understand the impact on small
business, be it positive or negative, it is also important to assess the degree of small business
subcontracting taking place through the multiple award contracts. Moreover, the report did not
identify the Federal Supply Class or Federal Service Code with which multiple awards are
associated. The data for contract information for the multiple award contracts could then be
compared to dollars and numbers of actions awarded to large business and small business
concerns before and after the implementation of the FASA.

The report states that the two DoD activities reviewed, the Defense Information Systems
Agency (DISA) and the Air Force Standard Systems Group (SSG), do not have adequate
See comment 1 management systems in place to determine fees in comparison to costs for issuing task orders.
However, in accordance with Air Force Working Capital guidelines, the SSG estimates its
service fees based on projected customer orders for an upcoming fiscal year and

G
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then makes appropriate adjustments (up or down) in subsequent fiscal years in order to
maintain a “no-profit” status. DISA’s fee structure is in accordance with the Defense Working
Capital Fund, which adds a customer charge sufficient to recover operating costs associated
with the business area. We believe these guidelines provide an efficient and effective means
to monitor and manage costs such that profits are not generated.

FASA provided contracting officers the latitude to establish procedures for the
solicitation and award of task orders under IDIQ contracts. | believe that most of these have
been established in a manner that promotes competition and the inclusion of small business at
the prime and subcontract levels. However, as problems are identified, the Department will
take appropriate steps to address them.

Sincerely,

Stan Z. Soloway 7
Deputy Under Secretary of Defense
(Acquisition Reform)

Page 22 GAO/NSIAD-98-215 Acquisition Reform
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Appendix IV

Comments From the National Institutes of
Health

Note: GAO comments
supplementing those in the
report text appear at the
end of this appendix.

s,

C DEPARTMENT OF HEALTH & HUMAN SERVICES

%
Y

Public Health Service

o,

~"'uu
National Institutes of Health

SEP 1 4 1998 Bethesda, Maryland 20892

Mr. David E. Cooper

Associate Director, Defense Acquisition Issues
United States General Accounting Office (GAO)
441 G Street. NW, Room 4A48

Washington, D.C. 20548

Dear Mr. Cooper:

Thank you for providing the National Institutes of Health (NIH) an opportunity to review
the GAO draft report entitled, Acquisition Reform: Multiple-Award Contracting at Six
Agencies, GAO/NSIAD-98-215. It provides a fair evaluation of the muitiple award
contracts offered by the NIH to acquire information technology services. We have,
however, implemented program improvements and modifications that we believe should
be cited in your final report in the areas referring to the NIH InformationTechnology
Acquisition and Assessment Center (NITAAC) program. These improvements and
modifications are described in detail in the enclosed comments.

Should your staff have any questions, please ask them to call Mary Jane Meyers, Office
of Management Assessment, at 301-402-8482.

Enclosure
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NATIONAL INSTITUTES OF HEALTH INFORMATION TECHNOLOGY
ACQUISITION AND ASSESSMENT CENTER (NITAAC)
COMMENTS ON
GAO DRAFT REPORT: MULTIPLE-AWARD CONTRACTING AT SIX
AGENCIES (GAO/NSIAD-98-215)

SEPTEMBER 2, 1998

The National Institutes of Health (NIH) has had an opportunity to review the GAQ Draft
Report on Multiple-Award Contracting at Six Agencies. We have implemented various
program improvements, and would like to offer the following modifications and
clarifications on portions of the report focusing on the National Institutes of Health
Information Technology Acquisition and Assessment Center (NITAAC) program. We
believe that some of these improvements should be cited in areas of the report referring to
the NITAAC program.

Fair Opportunity to Be Considered (Competition)

NIH would like to make the following specific suggestions to the Draft Report:

e Top of Page 5 — the word “preferred” should be changed to “Suggested/
Recommended.” Page 4, last sentence should read: “Affer we began our review,
NIH changed its procedures and now requires that at least two contractors be
identified when a S d/R ded contractor is designated.”

* Page5, para. 2, last sentence should read: “ NIH has modified its ordering

procedures to eliminate references to preferred s and is idering a
range of other initiatives to promote broader competition for orders.”

As indicated in NITAAC’s initial comments on the GAO’s Draft Statement of Facts, NIH
is considering numerous approaches to enhance competition. Below are some of the
modifications that have been implemented:

¢ NIH has met with all vendors on NITAAC’s three multi-award contracts and
explained the elimination of the use of preferred vendors when ordering. In
furtherance of this, we have modified ordering procedures and informed all customers
of the elimination of the practice of using preferred vendors. We have also removed
the suggested/recommended sources language from our guidelines. Since the
removal of this language from our contract, we have noticed an increase in the
number of proposals being submitted on task requirements.

e We have also allowed vendors to add five additional subcontractors to their contract
teams over the life of the contract, and to continue to add subcontractors on a task
order by task order basis. In addition to increasing competition, this will also help
meet small business goals.

Page 25 GAO/NSIAD-98-215 Acquisition Reform

108



Appendix IV
Comments From the National Institutes of
Health

Now on p. 7.

See comment 1.

Now on p. 8.

Now on p. 8.
See comment 2

* On adaily basis we educate customers about the importance of obtaining maximum
competition under NIH Multiple Award contracts in accordance with FAR Subpart
16.5 relating to Competition Under Multiple Award Task and Delivery Order
Contracts. We work with customers to structure statements of work and ensure
language that will promote competition, and lead to best value acquisitions.
Customers are also referred to our guidelines that discuss fair opportunity in the
ordering process.

¢ We conducted an all hands vendor meeting on June 8, 1998 to stress the importance
of competition under the NIH contracts. This was the first of a series of
brainstorming sessions we intend to conduct with our vendors in an effort to increase
competition. The competition issue is also discussed at the Industry Advisory
Council meetings, which are held on a monthly basis.

o Since July, 1998 we have required that Statements of Work be competed for a
minimum of five days rather than two days as originally required.

Management System Improvements

NIH makes the following specific suggestions to the Draft Report with respect to our
management systems:

* Addition to Page 6, Footnote d — NIH would like to add the following sentence to the
end of this footnote: “However, within NIH’s modified system, all data will be
captured ensuring complete, and consistent data on all orders.”

* Modification to top Page 7, second sentence — “ To address this problem, NIH is
developing an integrated system that, as it is phased-in, will provide complete,
consistent data on all orders.”

e Werequest that the information below be included on Page 6, para. 3:

Phase I CIO-SP and Image World Internal Tracking System was completed in
April, 1998. Phase II - Internet Tracking System entails NITTAAC’s ECS-II and
Image World electronic ordering and financial management modules. The ECS-I
electronic ordering system was operational as of June 1, 1998. The Image World
delivery order process, and financial modules are currently being beta tested. Phase
III - Integration will combine NITAAC’s CIO-SP, IW, ECS-TI, and financial
management modules into an overall complete system.

Small Business Contract Awards

NIH makes the following specific suggestions to the Draft Report with respect to Small
Business inclusion:
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* Modification in last sentence on Page 8, para.1 — “NIH officials attributed the
decline in awards to small business in part to acquisition reform and regulatory
revisions.” (See Attachment I, NIH Acquisitions FY 1992 — FY 1997.)

¢ Table 3 on Page 8: Contract Awards to Small Business by Selected Contracting

Now on p. 9. e .
Offices — Fiscal Years 1994 and 1997 should be changed for NIH as follows:
- The “$467.3” listed under FY 97 for Awards to Small Business should be
changed to “$454.0”. (See Attachment I)
Now on p. 10. Page 9, para. 2, second sentence should read:

NIH considered small businesses in its acquisition planning phase of awarding the
CIO-SP contract. Subsequently, the CIO-SP contract was awarded based on full and
open competition. Twenty contracts were awarded including 18 to large business and 2
to 8a companies.

NIH encouraged small business participation by establishing subcontracting goals and
targets to ensure inclusion of small businesses. The established subcontracting goals
targeted small business 10 percent, small disadvantaged business 5 percent, and woman
owned business 5 percent. All large businesses on the CIO-SP contract agreed to the
subcontracting goals in approved subcontracting plans.

Scope and Methodology — APPENDIX 1

NIH would like to make the following change to APPENDIX I, Table L.1: “Selected
Now on p. 17. Data on Contracts Reviewed”, Page 12, Footnote a: “The NIH contracts provide for a
maximum of 5,000 tasks under the program, and as of July 8, 1998, have a contract
ceiling of $11 billion.”

Page 27 GAO/NSIAD-98-215 Acquisition Reform

110



LI ST OF REFERENCES

Bernmej o, Veronica P., “Pro-Net Statistics”, US Snal
Busi ness Adm ni stration, October 22, 2002.

Caterinicchia, Dan, “Tough Tines for 8(a)s”,, Federa
Comput er Week, Septenber 18, 2000.

Central Contractor Registry Control NO 8000-581,
“Integration of PRO- Net and Central Contractor Registry”,
Retrieved October 21, 2002 fromthe Wrld Wde Wb:
http://ww. dot. gov/ost/ n60/ ProNet CCR 8000-581. ht m

Cohen, Barry L., “Commercial Pricing Mnual”, Nationa
Contract Managenent Associ ation, Copyright 1998.

Def ense Acqui sition Desk Book, “Acquisition Planning”,
Nat i onal Guard Federal Acquisition Regulation Part 7.105,
January 19, 2000.

Def ense Acqui sition Desk book, “Best Practices for
Col l ecting and Using Current and Past Performance
Information”, Statutory and Regul atory Basis, My 2000.

Denbeck, Chet “DoD Buyi ng Rul e AN Cripple’
Contracting”, Federal Tinmes, May 20, 2002.

Dor obek, Chri stopher J., “NASA Centers Sol e- Sourcing
Fl agged”, Federal Conputer Wek, Cctober 25, 2001.

Eagl e Eye Publishers, “The Inpact O Contract Bundling On
Smal | Busi ness”, Ofice of Advocacy  Snmal | Busi ness
Adm ni stration, Fiscal Year 2001.

Federal Acquisition Regul ation.
Federal Acquisition Streamining Act 1994, “Understanding

FASA’, Retrieved Novenber 14, 2002 fromthe Wrld Wde Wb:
http://ww. federal mal | . com fasa. ht m

Haga, WIlliam “Lecture On A Chanpion For Innovation”
Managenment of Information Technol ogy, Naval Postgraduate
School, Wnter Qr 2002.

111


http://www.dot.gov/ost/m60/ProNet_CCR_8000-581.htm.
http://www.federalmall.com/fasa.html

Harrigan, Sean, “A New Approach To Property Disposal Wthin
The Federal Governnment”, Thesis, Decenber 2001.

Harri s, Shane, “Market for Governnentw de Contracts Boons”,
Gover nnment Executive Magazi ne, August 27, 2001.

Kel man, Steven, “First Streamining, Know Results”, Federal
Conmput er Week, Novenber 1, 1999.

NASA SEWP 111 Ordering Information, “Scientific and

Engi neeri ng Workstati on Procurenent”, Retrieved October 16,
2002 fromthe Wrld Wde Wb:

[ http://ww. sewp. nasa. gov/info/ordering.shtm.].

Ofice of the Inspector General Departnent of Defense,
“Multiple Anard Contracts For Services”, Audit Report 2001-
189 to the Under Secretary of Defense For Acquisition,
Technol ogy, and Logi stics, Septenber 30, 2001.

Ofice of the Inspector GCeneral NASA, “Miltiple Award
Contracts For Services”, Audit Report |G 01-040, Septenber
28, 2001.

Ofice of the Secretary of Defense Acquisition, Technol ogy,
and Logistics, “Comercial Item Handbook (Version 1.0)”",
Acquisition Initiatives, Novenmber 2001.

Popki n, Joel and Conpany, “Small Business Share of Econom c
Gowmh Contract# SBA-HQ 00-C-0001", US Snall Busi ness
Adm ni stration, Decenber 14, 2001.

Ri der, Melissa, “DoD Issues Final Rule Inplenenting Section
803 Conpetition Requirenments For Miltiple Award Services
Contracts”, News Brief No. 02-10-2, Cctober 25, 2002.

Tillett, Scott L., “IT Contract Bundling Pinches out Small
Firms”, Federal Conputer Wek, August 30, 2001.

United States General Accounting Ofice, “Acquisition
Ref or m Mul tipl e-award Contracting at Si x Feder al
Or gani zati ons”, Repor t to Congr essi onal Request ers,

Sept enber 1998.

Waker man, N ck, “Concerns G ow ng About GAMC Conpetition”,
Washi ngt on Technol ogy, Cctober 16, 2001.

112



Wal sh, Edward J., “COMM TS Gves Small Conpanies work in
I nformati on Technol ogy”, Department of Commerce, Copyright
Arned Forces Conmunications and Electronics Association,
Cct ober 1999.

Washi ngt on Technol ogy, “The Pr ocur enent Pendul unt,
Retrieved Decenber 8, 2001 from the Wrld Wde Wb:
[ http://ww. washi ngt ont echnol ogy. conlf news/ 12 13/ news/ 12794-
1.htnl].

Wozni ck, Pat, “Acquisition Plan For Internet Purchasing,
Billing, Delivery and Auctioning Services”, Departnent of
Interior, Qctober 2001.

Wl d, David, “The Auction Mdel: How the Public Sector Can
Leverage the Power of E-Comerce Through Dynamic Pricing”,
Cct ober 2000.

113


http://www.washingtontechnology.com/news/12_13/news/12794-1.html
http://www.washingtontechnology.com/news/12_13/news/12794-1.html

TH'S PAGE | NTENTI ONALLY LEFT BLANK

114



| NI TI AL DI STRI BUTI ON LI ST

Def ense Technical Information Center
Ft. Belvoir, Virginia

Dudl ey Knox Library
Naval Postgraduate School
Monterey, California

Marine Corps Representative
Naval Post graduate School
Monterey, California

Director, Training and Educati on
MCCDC, Code C46
Quantico, Virginia

Director, Marine Corps Research Center
MCCDC, C4ORC
Quantico, Virginia

Marine Corps Tactical Systens Support Activity (Attn:
OQperations Oficer)
Canp Pendl eton, California

Pr of essor Ron Tudor
Naval Post graduate School
Monterey, California

Prof essor David R Henderson
Naval Postgraduate School
Monterey, California

Conmmander Elliot C. Yoder

Naval Post graduate School
Monterey, California

115



	I.INTRODUCTION
	A.THE PROBLEM
	B.THE PROPOSED SOLUTION
	C.WHAT IF THE PROBLEM IS NOT SOLVED
	D.DISCUSSION
	E.RESEARCH QUESTIONS
	1.Primary Research Question
	2.Secondary Research Questions

	F.SCOPE OF THESIS
	G.METHODOLOGY

	II.BACKGROUND
	A.DEFINITIONS
	1.Best Value
	2.Bundling
	3.Competition Policy
	4.Consideration Policy
	5.Federal Acquisition Reform Act/Clinger-Cohen Act (FARA)
	6.Federal Acquisition Streamlining Act (FASA)
	7.MULTIPLE AWARD INDEFINITE DELIVERY INDEFINITE QUANTITY CONTRACT (IDIQ)
	8.Procurement Administrative Lead Time (PALT)
	9.Sole-Source Procurement

	B.CURRENT PROCUREMENT PROCESS
	1.FASA
	2.FARA

	C.BEST PRACTICES AND ACQUISITION REFORM
	D.MAC POPULARITY
	E.COMPETITION REQUIREMENT VS CONSIDERATION
	F.MACS IMPACT ON SOCIO-ECONOMIC POLICY
	1.Purpose for Socio-Economic Policies
	2.SBA 8(A) Programs and Goals
	3.Mentor-Protégé Programs
	4.Historically Underutilized Business Zone (HUBZONE) Empowering Contracting Program
	5.Required Subcontractor Plans For Prime Contractors
	6.Effectiveness of Small Business Programs
	7.MAC Impacts on SBA Initiatives

	G.SUMMARY

	III.CURRENT BUSINESS PRACTICES THROUGH MACS
	A.PURPOSE
	B.POSITIVE IMPACTS OF MACS ON REFORM
	C.NEGATIVE IMPACTS OF MACS ON REFORM
	1.GAO Audit and Findings
	a.Scope of Audit
	b.GAO Review Results
	c.Agency’s Response to GAO Review

	2.DoD Inspector General Audit and Findings
	a.Scope of Audit
	b.Audit Results
	c.DoD Agency Management Responses
	d.DoD Audit Response

	3.NASA Inspector General Audit and Findings
	a.Scope of Audit
	b.Audit Results
	c.Langley and Johnson Space Center Response
	d.Auditor Response


	D.EVALUATIVE ANALYSIS OF MAC IMPACTS
	1.Sole-Source Impacts on Competition
	2.Sole-Source Impacts on Pricing
	3.Impacts on Socio-Economic Matters

	E.SUMMARY

	IV.ALTERNATIVE BUSINESS PRACTICES THROUGH AN ADVANCED ELECTRONIC SYSTEM
	A.COMMERCIAL TRENDS
	1.Commercial Business-to-Business Practices
	2.Commercial Business-to-Government Practices

	B.GOVERNMENT TRENDS
	1.Review of Current Procurement Practices
	2.Proposed Procurement Practices
	3.What Is An Advanced Electronic System?
	4.Advanced Electronic System Functionality Description
	a.Requirements Generation and Market Research
	b.Billing and Funding Interoperability
	c.Past Performance Information
	d.Bulk Funding Capability
	e.Automated Statutory Forms Generated DD350, and Small Business Issues
	f.Contingency and Military Exercise Functionality
	g.Procurement For Services
	h.Inventory Tracking


	C.SUMMARY

	V.ECONOMIC IMPACT COMPARING BOTH MACS AND THE ADVANCE ELECTRONIC SYSTEM
	A.COMPARING PROCUREMENT PROCESSES THROUGH MACS AND THE ADVANCED ELECTRONIC SYSTEM
	B.AES VENDOR BEHAVIOR
	1.Short Run Behavior
	2.Long Run Behavior

	C.MAC BEHAVIOR
	1.Game Theory
	2.MAC Sole-Source Task and Delivery Orders Produce Monopolistic Behavior

	D.SUMMARY

	VI.CONCLUSION AND RECOMMENDATIONS
	A.CONCLUSION
	B.RECOMMENDATIONS
	C.SUMMARY AND REVIEW OF RESEARCH QUESTIONS
	1.Primary Research Question
	2.Secondary Research Questions

	D.RECOMMENDATIONS FOR FURTHER RESEARCH

	APPENDIX A.  LETTER FROM OMB
	APPENDIX B.  LETTER FROM DOD
	APPENDIX C.  LETTER FROM NIH
	LIST OF REFERENCES
	INITIAL DISTRIBUTION LIST

